AUSTRALIAN SOCIETY OF ACCOUNTANTS’ 
CONVENTION — ADELAIDE, May 31 — June 4. 


Conventions and congresses are recognised means of advancing the technical 
knowledge of a profession. Medical congresses, legal conventions, meetings of the 
Australian Association for the Advancement of Science and convocations of other 
scientific organisations are continually being held for the purpose of disseminating 
new thought and of noting refinements of existing practices. Similar meetings are 
vital to the development of accountancy. This is particularly so in Australia where 
it is necessary to apply modern technique to ever-changing conditions and to ever- 
growing complexities of government, industry and commerce. 

The Society Convention to be held in Adelaide during the first week of June 
will enable members to meet under ideal conditions for the purpose of exchanging 
information and experience about current developments in accounting. As announced 
in the January issue, leading members of the Society from all States have been 
invited to submit papers and to contribute to the discussion. Their ready agreement 
to do so is an indication of their recognition of the fact that professional men 
best learn from one another in the process of formal discussion ae private conver- 
sation. Many of them will travel great distances to attend. 

The Australian Society of Accountants is essentially a professional organisation. 
Its members are associated with all kinds of government, industrial and commercial 
enterprises. These factors have been borne in mind in selecting the following topics 
for discussion at the technical sessions of the Convention:— 

Accounting and the Public Accounts. 

Accounting requirements in Companies Acts. 

Capital structure of Australian Companies. 

Capital for Private Enterprise under existing economic conditions. 

Contribution of Accounting to Management Controls. 

Application of Cost Accounting to fields of Distribution and Administration. 

Can any member afford to miss this opportunity of extending his knowledge 
of current trends—both in Australian and overseas—of the topics listed? The Society 
will give the Convention as mucch general publicity as possible. It wil rest largely 
with individual members to point out to authorities in government departments, 
companies and firms the advantages to be gained in facilitating the attendance at 
the Convention of senior accounting executives. 

The Government of Great Britain has recognised the need for British industrial 
concerns to become fully acquainted with developments in scientific methods by 
arranging for Productivity Teams to visit the United States of America. The reports 
of these teams, and particularly the report of the Management Accounting Team, 
emphasise the great contribution accounting methods have made to American in- 
dustrial efficiency. With an expanding economy and a rapid growth of industry and 
commerce, accounting processes are becoming of greater significance in Australia. 
A Convention of accountants, at which leading members of the profession from all 
States will be present, therefore becomes a national event. 

DO NOT DELAY IN MAKING YOUR ARRANGEMENTS TO ATTEND. 
Accommodation at a number of hotels has been arranged in advance. The State 
Registrar—Mr. J. Rolfe Sabine, of Trustee Building, Grenfell Street, Adelaide— 
would be glad of early notification of actual requirements, so that he can make 
definite reservations. 


The complete programme of contributors and speakers at the technical sessions, 
of social functions and sporting events will be published in the March issue. 
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Changing Money Values 


Its Accounting Implications 


Statement by the Council of The Society of Incorporated Account- 


ants and Auditors. 


EETINGS of representatives of the 
accountancy bodies have been 
held to consider the acknowledged 
limitations on the significance of pro- 
fits computed on the basis of “historical 
cost” in periods of material changes in 
the purchasing power of money; but 
agreement has not been reached upon 
the manner in which these limitations 
can be overcome. 


The Council of the Society of Incor- 
porated Accountants has given anxious 
consideration to this problem over the 
past few years and has come to the 
conclusion that these limitations are 
mainly concerned with the “historical 
cost” basis as applied to the deprecia- 
tion of fixed assets and the valuation 
of stock and work in progress. 


The Council has noted the concern 
felt in many quarters about the harm- 
ful effects on the economy of profit 
measurements which disregard the im- 
plications of changing money values. 
Due note has also been taken of the de- 
mand which arises in many cases for 
the adoption of new conventions de- 
signed to promote a more realistic 
measurement of profit. 


The Council therefore suggests to its 
members that encouragement should be 
given, in appropriate cases, to the 
wider use of new conventions in cal- 
culating the profit shown in financial 
accounts. When accounts are clearly 
stated to be prepared on this basis, 
they should be considered an acceptable 
alternative to those prepared on the 
basis of “historical cost’’. 

The following suggestions are de- 
signed to assist members in giving ef- 
fect to the new conventions as and 
when required :— 
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1. Depreciation of Fixed Assets. 
(a) Where, for any reason, the 


fixed assets of a continuing busi- 
ness have been revalued, and 
the new values have been 
adopted as the book values, the 
charge for depreciation in the 
accounts issued subsequently 
should be based on the new 
values, and the effect of the 
change disclosed in the profit 
and loss account. The date, 
source and/or method of valua- 
tion should be disclosed in the 
balance sheet, as well as the 
amount allocated to each class 
of fixed asset. 


Where it is practicable to arrive 
at the replacement values of the 
fixed assets in use by a continu- 
ing business at the terminal 
date of accounts, the charge for 
depreciation in the accounts 
should be based on those values, 
and the method of valuation dis- 
closed. The resulting adjust- 
ment to the depreciation charge 
based on the historical costs of 
the fixed assets in use should be 
disclosed in the profit and loss 
account and passed to a separate 
price change reserve for de 
preciation in the balance sheet. 
If the price change reserve for 
depreciation discloses a defici- 
ency, it should be written off by 
means of a special appropria- 
tion of profit in the year m 
which it arises. 

Where it is not practicable # 
arrive at the replacement values 
of the fixed assets in use by 4 
continuing business at the ter- 
minal date of accounts, then the 
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CHANGING MONEY VALUES — Continued 


profit shown in the accounts 
might be accompanied by an 
indication that the charge for 
depreciation is confined to an al- 
location of historical costs. 


(d) Any provision for deficiencies 
in past depreciation charges 
brought about by subsequent 
rises in price levels should only 
be met by appropriations out of 
profits already determined, the 
principle being that each year’s 
revenue should be charged with 
depreciation at the price level 
relating to the year of account 
and no more. 


2.Stock and Work in Progress. 


The valuation of stock and work in 
progress depends upon commercial 
practice and usage, and no one par- 
ticular method of valuation is neces- 
sarily appropriate to all businesses. 
The method of valuation used should 
be subject to the following conditions: 


(a) it should be used consistently; 


(b) it should be appropriate to the 
business; and 


(c) it should result in disclosing 
realistic profits in relation to 
the objectives of the business. 


There are various methods of valua- 
tion, but these can be summarised 
shortly as :— 


“Cost or market” method or varia- 

tions of it (this method is so well 
known that there is no need for 
further comment) ; 


“Base Stock” method or variations 
of it: Where base, standard or nor- 
mal quantities of raw materials, 
partly finished and finished goods 
are essential to the continuation of a 
business, they should be regarded in 
the light of fixed commitments of 
capital if they are considerable and 
satisfy the following conditions :— 


(1) the normal quantities of raw 
materials and partly finished 
goods are reasonably uniform 
and constant in relation to pre- 
scribed levels of output; 
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(2) the raw material prices are only 
subject to fluctuations beyond 
the control of the management; 


(3) the normal quantities of finished 
goods are reasonably uniform 
and constant having regard to 
customers’ usual and regular 
requirements. 


Accordingly :— 


(i) Where it is practicable to arrive 
at the replacement values of such 
base stocks of raw materials, 
partly finished and finished goods 
at the terminal date of accounts, 
those values should be adopted 
and disclosed in the accounts un- 
less, in fact, the originating costs 
of the base stocks have been dealt 
with by debits to a separate fixed 
asset account for base stocks so 
disclosed in the balance sheet. 
Where the opening and closing 
values of the base stocks are 
brought to account in the pro- 
fit and loss account the difference 
between them should be debited 
or credited to that account, as the 
case may require, and passed to 
a separate price change reserve 
for base stocks in the balance 
sheet. 


If the price change reserve for 
base stocks discloses a deficiency, 
it should be written off by means 
of a special appropriation of pro- 
fit in the year in which it arises. 


Stocks of raw materials, partly 
finished and finished goods in ex- 
cess of base quantities should 
normally be valued at cost or 
lower market value or such other 
basis of valuation as may be 
deemed appropriate in special 
cases. Both the amount of the 
excess and the basis of valuation 
adopted should be disclosed in the 
accounts. The effect on profits 
of any change in the basis of this 
valuation should be separately 
disclosed in the profit and loss 
account. 


Where it is not practicable to ar- 
rive at the replacement values of 
base stocks of raw materials, 
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CHANGING MONEY VALUES — Continued 


partly finished and finished goods, 
the basis of valuation of total 
stocks, as adopted in the accounts, 
should be disclosed. The effect 
on profits of any change in the 
basis of this valuation should be 
separately disclosed in the profit 
and loss account. 


It is recognised that the base 
stock method will not be appro- 
priate in all cases because of the 
conditions imposed at 2(1), (2) 
and (3). It is suggested, how- 
ever, that the LIFO method, 
which is related to the base stock 
method, should be regarded as 
one of the general methods for 
the calculation of inventory costs 
open to choice in this country. 


In so far as price gains on base 
stocks have been taken into pro- 
fits in past accounts, they should 
only be nullified in present ac- 
counts, if at all, by appropriations 
out of profits. 


3. Some suggested means of arriving at 
replacement values. 

Fixed Assets. 

(a) Where plant and equipment regis- 
ters have been kept, it should be 
possible to ascertain the date of 
purchase, the cost, the name of 
the manufacturer or supplier and 
such like details for each type of 
asset. 

(i) If an indication of the re- 
placement cost of each type of 
asset were ascertainable from 
manufacturers or suppliers, it 
could be used, though it might 
be necessary to discount the 
replacement cost of some im- 
proved types of plant and 
equipment by an estimate of 
the value of the improvement. 

(ii) The change in replacement 
values could be measured— 
and this is likely to be the 
basis most commonly adopted 
—by applying to the historical 


cost of each type or group of 
assets an internal or external 
price index appropriate to the 
change in values between the 
year of purchase and the year 
of account. The development 
of external price indices for 
general application needs 
further attention. 

(b) Where plant and equipment regis. 

ters have not been kept, they 
should be brought into use as soon 
as possible so that eventually the 
procedure in (a) can be followed. 
As a compromise for the time 
being a price index might be ap 
plied to book values or an actual 
valuation might be compared with 
book values, on the-basis of an es- 
timated average life for each 
group of assets. 
Where, owing to the progress of 
invention and design, new plant 
capable of giving an output equiva- 
lent to that of the existing plant 
can be purchased for a _ sum 
materially less than the present 
day “like-for-like” replacement 
cost of the existing plant, it would 
seem appropriate to provide only 
the smaller sum, on the footing 
that the underlying motive is to 
maintain earning power by main- 
taining productive capacity. 

Base Stocks. 

An indication of the replacement cost 
of base stocks of raw materials should 
be ascertainable either by reference to 
the most recent prices paid for the 
materials or to current quotations. A 
valuation of base stocks of partly 
finished and finished goods should be 
ascertainable by reference to the raW 
material prices as above, and the col- 
version costs of manufacture at the ter- 
minal date of accounts. Selling ex 
penses should be excluded from the cot- 
version costs. Where there are 10 
manufacturing processes the replace- 
ment cost of base stocks of goods held 
for resale should be ascertai 
either by reference to the most recent 
prices paid for the goods or to current 
quotations. 
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In Brief... 
By GORDON BRUNS 


[A condensed review and commentary of this month’s major 
economic, trade and Stock Exchange activities]. 


ONEY RECORDS. Records in 

Christmas spending, saving bank 
deposits and notes issued in 1953 have 
been followed by other indicators of 
a resurgent boom. The A.M.P. So- 
ciety reported a record issue of 170,000 
policies in the year for over £118 mil- 
lion, while the Colonial Mutual Life 
Assurance Society Ltd. new business 
was a record at nearly £57 million, 
compared with £55.3 million in 1962. 
The Mutual Life and Citizens Assur- 
ance Co. Ltd. set a record with £49.4 
million of new business, against a little 
over £46 million in 1952. 


7 

ONCRETE FACTS. Building sta- 
tistics are significant as indica- 

tors of: 

1. The level of current prosperity 
in a large sector of the economy; 

. Likely future trends in prosperity 
of the economy as a whole; 

. Ease or difficulty in having build- 
ing work done economically and 
promptly; and 

. Availability and cost of obtaining 
building to buy or rent. 

Sydney metropolitan area experi- 
enced a new record in 1953 when £593 
million was spent on new buildings and 
alterations, compared with £50 million 
in 1952. The all-Australia picture is 
also bright, for in the September 
quarter 18,945 new houses were begun 
—the highest number since the March 
quarter of 1952. Value of all buildings 
started in the September quarter 
totalled £70 million. 


* 
EEING A RETURN. “How would 
the income that I could derive 
from investing in shares compare with 
the amount I could receive from in- 
vesting in bonds, after tax?” is a 
question frequently and easily asked, 


but difficult to answer. However, a 
chart incorporated in a recent issue of 


The Australian Accountant, February, 1954 


” 


the “Australian Financial Review 
provides a simple way to demonstrate 
the answer visually. The journal also 
offered for sale quantities of the charts, 
printed separately and on paper better 
than newsprint. It is published by 
John Fairfax and Sons Pty. Ltd. pub- 
lishers of the “Sydney Morning 
Herald.” 
7 


UDICIAL DISCRETION. Instances 
of very heavy damages recently 
awarded to accident victims in several 
States of Australia have caused con- 
sternation. Because parties against 
whom such damages were awarded 
could be placed in financial difficulties 
as a result, second thoughts have been 
given to the risks of incurring such 
liabilities and ways of avoiding or in- 
suring against them. At the best, the 
tendency toward heavier damage 
awards raises the premiums payable by 
all insured parties, although the claims 
are confined to a relatively small pro- 
portion of the insured. 

It is therefore of interest to see that 
“absurdly low” or “extravagantly high” 
damages assessed by jurors have been 
criticised by the New South Wales 
State Full Court in recent cases, when 
that Court ordered that damages be re- 
assessed by new juries. 

o 


UMAN VALUES. Amendments to 
the Workers’ Compensation Act 

of Tasmania are mainly increases in 
maximum amounts payable in certain 
events. The limit compensation for 
medical and hospital expenses goes up 
from £75 to £125, and compensation for 
death from £1,750 to £2,240, plus £80 
for each child under 16 years (compared 
with £50 previously.) Weekly compensa- 
tion for total incapacity for work may 
now be as high as £9 (previously £6) 
plus £2/5/- for the wife and £1/2/- for 
each child under 16 (previously £1/10/- 
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IN BRIEF — Continued 


and 15/- respectively) ; limit compensa- 
tion for loss of both eyes rises from 
£1,750 to £2,340; and total compensa- 
tion for any one injury rises from a 
maximum of £1,750 to 4,500. 


* 


E DEAD HAND. Section 14 of 

the Victorian Administration and 
Probate (Estates) Act of 1951 came 
into force on December 15 last, and 
imposes certain duties on officers of 
companies and other bodies in whose 
books stands the property of deceased 
persons. The section requires that no 
dealings be effected in the property 
without the production of a certificate 
from the Taxation Commissioner to 
the effect that the duty in respect of 
such property has been paid, or that 
the Commissioner consents to the pro- 
posed dealing. The section refers to 
shares, stock, debentures, fixed de- 
posits, life insurance policies and other 
property, except money on current 
account. The certificates are expected 
to remain in the hands of the com- 
panies or other bodies concerned as 
evidence of compliance with the Act. 
The section affects the right of access 
to property of deceased persons which 
is lodged in safe depositories under 
joint names including that of the de- 
ceased. It appears that rights of 
access may be more surely preserved by 
leasing such facilities in the name of a 
company. 

(SEE NEW PROBATE ACT, pase 63) 


* 


ONGER ARM FOR THE LAW. 
Better legal protection against 
fraud for shareholders and creditors 
may be provided after the Victorian 
Parliament Statute Law Revision Com- 
mittee reports the results of an en- 
quiry beginning early in February. 
Both the Companies Act and the 
Crimes Act are to be placed under the 
scrutiny of expert witnesses and of the 
committee. It is to be hoped that 
some accountants with knowledge of 
this special subject are included in the 
witnesses. 
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~ R THE YEAR ENDED...” The 

Australian Institute of Manage 
ment’s Annual Report Award has 
already become an acknowledged factor 
in encouraging good company report- 
ing, and the list of prominent com- 
panies entering for the award indicates 
that the honour of recognition is highly 
regarded. A circular is now available 
from the institute, including the entry 
form and a guide to preparation of 
reports. The guide should be read by 
all concerned with preparation of com- 
pany reports. In many cases, it would 
show readers that their own latest 
reports stood no chance of receiving 
a merit certificate in the Award, but 
it would also help them to see how 
such reports could be brought up to the 
standards of modern company practice 
in a community where good public re 
lations are of growing value. 

The 1953 Award is for Reports pro- 
duced or presented to shareholders 
during 1953, and entries are required 
by the Institute by February 28. 


* 
XPENSIVE LOYALTY. If accid- 
ents result from decorations or 
stands erected in connection with the 
Royal Visit, claims for damages may 
be made against those responsible for 
the erection. Compared with the costs 
of the decorations etc., claims resulting 
from death or injury could be of very 
serious magnitude indeed, apart from 
the unfortunate effect such accidents 
would have on the spirit of the celebra- 
tions. Clearly, the best safeguard is 
to exercise every care in choosing the 
safest type of decorations, lighting and 
vantage posts, and in having equip 
ment installed in the safest manner— 
despite the fact that it is only tem 
porary. Excited crowds cannot always 
be relied on to act entirely as e 
or quite rationally in emergencies, nor 
to take normal care of electric wires, 
temporary stairways and other part 
phernalia. f 
Public liability insurance policies may 
have to be increased in many cases 
give adequate cover for the increa 
claims which could arise from 
which are normally quite small, but 
— Concluded on page 5! 
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Direct Costing 
Some Facts and Fallacies 


By A. S. DONNELLY, A.AS.A. 


ECENTLY an American writer pre- 

dicted that within 15 or 20 years 

the vast majority of companies would 
be using direct costing. 


Coming nearer home the manager of 
a New South Wales company, referring 
to a most successful trading year, told 
me “The splendid result is due in no 
small part to the correct application of 
the principles of direct costing’. 

On the other hand, the mere mention 
of the term direct costing (or marginal 
costing) is often enough to provoke 
an argument. Indeed, until fairly re- 
cently, it called for some courage to 
mention the idea of direct costing to 
many accountants. Support of direct 
costing was often illogically regarded as 
an attack on standard costs and other 
gag dear to the accountant’s 

rt. 


N.A.C.A. Research Bulletin. 


In April, 1953, the National Associa- 
tion of Cost Accountants in the U.S.A. 
published Research Bulletin No. 23 on 


“Direct Costing”. The Bulletin is es- 
sentially practical. As well as a re- 
view of the literature on Direct Cost- 
ing, field interviews were employed to 
study the operations of direct costing 
in 18 companies—ranging in size from 
a company with less than 500 employ- 
ees to one which employs approxi- 
mately 30,000. 

Referring to the limited company ex- 
perience available for study the Com- 
mittee on Research states:— 

“This report contains only the find- 
ings to date about direct costing and 
reasonable conclusions that can be 
drawn therefrom because the subject 
is still too new to allow more definite 
conclusions to be drawn.” 

Despite this qualification the Bulle- 
tin is an excellent treatment of the sub- 
ject. After dealing with various as- 
pects of the matter the advantages and 
disadvantages are summed up in the 
conclusion. This summary of the pros 
and cons is so concise that it is worth 
while quoting in full. This is how it 
goes :— 





IN BRIEF — Concluded 


which, under the circumstances, might 
assume much greater proportions. New 
policies may be taken out for the 
limited period involved, to cover new 
risks arising as a direct result of the 
celebrations. 


* 


RWARD DEALING SPREADS. 
Facilities for forward dealing in 
listed securities, available for some 
time on the Sydney Stock Exchange, 
have now been provided in Melbourne 
and Brisbane. The Committees of The 
Stock Exchange of Melbourne and the 
Brisbane Stock Exchange re-introduced 
Forward Delivery Transactions on both 
Exchanges from February 2. 
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Available evidence suggests that 
only a small proportion of the invest- 
ing public will engage in forward busi- 
ness, but the two committees believe 
that the facility should be reintroduced 
for such investors. 

The price for forward transactions 
is being related to the cash market 
price in order to protect the main body 
of investors. In addition, a person 
dealing forward is required to lodge 
either the contract securities or an 
initial margin of cover amounting to 
33 1/3 per cent of the contract price 
in mining securities, or 25 per cent. in 
other company securities. He also 
enters an agreement to lodge additional 
cover should an adverse movement of 
the market occur during the currency 
of the transaction. 
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DIRECT COSTING — Continued 


“ . . The experience which industrial 
accountants have had with direct cost- 
ing to date does not constitute a suf- 
ficiently broad base from which to draw 
definite conclusions as to general use- 
fulness of direct costing. For this 
reason, the advantages and disadvan- 
tages advanced in connection with the 
method are listed below by way of con- 
clusion” :— 


Advantages of Direct Costing. 

“1, Cost-volume-profit relations hip 
data wanted for profit planning 
purposes is readily obtained from 
the regular accounting statements. 
Hence management does not have 
to work with two separate sets of 
data to relate one to the other. 

“2. The profit for a period is not af- 
fected by changes in absorption of 
fixed expenses resulting from 
building or reducing inventory. 
Other things remaining equal 
(e.g., selling prices, costs, sales 
mix) profits move in the same 
direction as sales when direct cost- 
ing is in use. 

“3. Manufacturing costs and state- 
ments in the direct cost form fol- 
low management’s thinking more 
closely than does the absorption 
cost form for these statements. 
For this reason, management 
finds it easier to understand and 
to use direct cost reports. 

“4. The impact of fixed costs on pro- 
fits is emphasised because the total 
amount of such costs for the period 
appears in the income statement. 

“5. Marginal income figures facilitate 
relative appraisal of products, ter- 
ritories, classes of customers, and 
other segments of the business 
without having the results ob- 
scured by allocation of joint costs. 

“6. Direct costing ties in with such 
effective plans for cost control as 
standard costs and flexible bud- 
gets. In fact, the flexible budget 
is an aspect of direct costing and 
many companies thus use direct 
costing methods for this purpose 

without recognising them as such. 





“7. Direct cost constitutes a concept 
of inventory cost which corres- 
ponds closely with the current out- 
of-pocket expenditure necessary to 
manufacture the goods.” 


Disadvantages. 


“1. Difficulty may be encountered in 
distinguishing the fixed costs. In 
particular, semi-variable costs may 
fall in a borderline area and more 
or less arbitrary classification may 
be considered necessary in order 
to arrive at a practical determina- 
tion of fixed and variable com- 
ponents. 

“2. Complete manufacturing cost is 
not determined in the process of 
costing production and supplemen- 
tary allocation of fixed overhead 
on normal or some other volume 
base must be made to provide pro- 
duct costs for long-range pricing 
and other long-range policy de- 
cisions. 

“3. Serious income tax problems may 
be encountered if a change is made 
from full cost to variable cost for 
costing inventory and definite rul- 
ings are not available for guid- 
ance. 

“4. Some accountants question the ac- 
ceptability of direct costs as a 
basis for costing inventory in 
financial statements prepared for 
stockholders and the public at 
large. However, extensive inter- 
est in direct costing has arisen 
very recently and opinion with re- 
spect to this question has not crys- 
tallised at the present time.” 

“Companies interviewed in the course 
of this study feel that most of the above 
disadvantages can be overcome or are 
less important than the advantages 
which they obtain from direct costing. 
Income tax problems which arise at the 
time of changing from absorption cost- 
ing to direct costing seem to be the 
most serious obstacle to wider use of 
direct costing. By confining the ap- 
plication of direct costing to internal 
reports, income tax questions can, of 
course, be avoided and a majority of 
the companies interviewed have fol- 
lowed this course.” 
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DIRECT COSTING — Continued 


Misconceptions. 

Direct Costing is one of those sub- 
jects on which it is very easy to jump 
to conclusions. That’s why so many 
people tend to condemn it without any 
real consideration. Nearly always you 
will find that the less a person has 
thought about direct costing the more 
he will oppose it. The more he has 
studied it the more he will be inclined 
to see merit in it. Mostly the opposi- 
tion comes from a misunderstanding of 
what direct costing really means. 

Most accountants agree that the 
break even or profit graph is a good 
thing—that it is a useful aid to man- 
agement and it is based on sound prin- 
ciples. Yet many of them hesitate to 
accept the concept of direct costing 
which is nothing more than the applica- 
tion to cost accounting statements of 
the principles on which the profit graph 
is based! In other words, direct cost- 
ing—by classifying expenses according 
as to whether or not they vary with 
volume—produces this vital informa- 
tion as part of normal accounting work. 
There is not the need for supplemen- 
tary analysis to produce this informa- 
tion as is necessary in the case of total 
or absorption costing. 


Direct Costing and Standard Costs. 


Often the idea of direct costing is 

rejected by accountants who state that 
they are convinced that standard cost- 
ing is the type of cost system which 
they prefer. They miss the point. 
Direct costing does not seek to replace 
standard costing; it seeks to improve 
the system of standard costs. As one 
American accountant expressed it:— 
“Direct Costing is standard costing 
pony: the removal of a chronic appen- 
— 
_ The chronic appendix is the inclusion 
m product costs of all those expense 
items which are the result of time 
rather than of production—the items 
which are “temporarily unavoidable”, 
items that are just as much the costs 
of not producing as of producing, the 
og costs rather than the product 
costs. 
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To commend direct costing is not to 
condemn the use of standard costs as a 
means of measuring inefficiencies and 
controlling waste. With either ap- 
proach you have variance accounts to 
highlight the cost of variations from 
standard in materials, or wages or 
direct expenses (expenses that vary 
directly with volume). 

It is only in dealing with indirect 
expenses or overhead that the methods 
differ. In the commonly understood 
idea of standard costs the accountant 
allocates the overhead to products by 
various means, e.g., on the basis of 
floor space, direct wages or some other 
method. But the man using the direct 
cost approach does not attempt to al- 
locate these indirect expenses. He 
regards them as period costs. He con- 
siders that allocating them to products 
gives a misleading picture that alloca- 
tion of such costs is based on a fic- 
titious idea far removed from the facts 
of economic life. 

He believes that the direct cost fig- 
ures which he gives to management are 
more useful because management de- 
cisions as to selling prices, etc., can 
be based on them. On the other hand 
he knows that under total costing the 
final total cost (which involves a great 
deal of work in apportioning overhead) 
is worthless for answering such ques- 
tions as “What is the minimum selling 
price which it would be wise to set to 
obtain business?” 

When management asks that ques- 
tion, the accountant who used total or 
absorption costing has to discard the 
results of all his apportioning work and 
re-calculate his costs by eliminating 
fixed overhead. In other words he 
must then turn around and calculate 
the direct cost—a difficult task if his 
classification of accounts had no regard 
to cost—volume relationships. 


Control of Expenditure. 


Another common _ misconception 
about direct costing refers to control 
of indirect expense. “If these ex- 
penses are not allocated,” some ac- 
countants argue, “then you do not have 
the same control over the expenses”. 
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This claim is well off the beam. Al- 
locating indirect expense to products 
or departments does not make for 
better control: indeed, it lessens the 
control. It is far easier to control in- 
direct expenses when you can talk to 
a departmental head or foreman in de- 
finite terms. To say “this expense was 
£100 greater than budget” means more 
to him that to say that indirect ex- 
pense increased by 8.456d., 6.235d., and 
3.143d. in products A, B and C respec- 
tively. 

The point is that whether you use 
total costing or direct costing, the con- 
trol over these expenses comes from the 
flexible budget rather than standard 
cost sheets. With direct costing the 
statements highlight the amount of 
such expenses. 


One Product Businesses. 


“Possibly Direct Costing has some- 
thing to offer where you have one 
major department or activity and some 
other minor activities as sidelines; it 
may be useful in costing the sidelines. 


But I can’t see where it would work if 
you have only one product or one 
type of service”. That reasoning is 
often advanced as a reason—why direct 
costing cannot be more widely applied. 

It is true that direct costing is par- 
ticularly useful where there are some 
sidelines or offshoots of the major ac- 
tivity. But the concept can be suc- 
cessfully applied in those businesses 
producing just one product with no by- 
products or sideline activities. In 
such a business the relation between 
changes in volume of production and 
costs is none the less vital. So direct 
costing which recognises this fact can 
provide more useful information for 
management than that provided by 
total costing. 

Many of the English concerns where 
direct costing was first applied suc- 
cessfully are of the one product type. 


Positive Approach. 


Direct Costing is often regarded as 
a refuge of the lazy accountant who is 
not capable of allocating indirect costs. 
This is far from the truth—though one 
of the advantages of the method is that 
time-wasting allocating work is elimin- 
ated. Direct Costing is more than a 
mere “short cut”. It is a fundamen- 
tal approach based on what appears to 
be a more realistic interpretation of 
economic facts. 

That it is a fundamental approach— 
almost a philosophy—is no doubt the 
reason why many people find it so dif- 
ficult to accept. Perhaps the emer- 
gence of the Direct Cost concept is to 
accounting what the electron theory 
was to science, i.e., a reversal of long- 
accepted theories. Only by appreciat- 
ing the basis of the whole approach 
(the separation of product costs and 
period costs) can you _ understand 
specific applications. 


Where Do We Go From Here? 


This seems to be the right time to 
start research into all the many prob- 
lems surrounding a new approach to 
cost finding and cost control. Individ- 
ually and collectively (through discus- 
sion groups and the columns of this 
Journal) accountants can do much to 
see that industry gets the best results 
from Direct Costing. Nobody has all 
the answers on questions such as:— 
transitional problems on changing to 
direct costing; supplementary state 
ments for long-range purposes; classi- 
fying expenses into fixed and variable; 
measuring efficiency in internal service 
departments as compared with exter- 
nal services (I referred to this prob 
lem in my article, “Can Marginal Cost 
ing Solve any Cost Problems?”—Aust. 
Accountant, March, 1953). 

There is no real reason why we iD 
Australia should lag behind overseas 
countries in this important field. 


The Australian Accountant, February, 1954 





Fine Points of Commercial Law 
By E. H. COGHILL, LLM., (Librarian of the Supreme Court of Victoria) 


“Pounds Sterling” in an 
Australian Act 


Victorian Railways are given 
several advantages in litigation as 
compared with the ordinary defendant, 
a state of affairs which many people 
regard as unfair. If defendants need 
this protection, all should have it; if 
they do not, none should have it, or so 
it is argued. 

One particular item, provided by the 
Railways Act 1928, sec. 205, is that if 
the Railways Commissioners are sued 
for any default as carriers of pas- 
sengers, they shall not be liable for 
damages for “any sum of money ex- 
ceeding two thousand pounds sterling”. 


In Roberts v. Victorian Railways 
Commissioners, 1953, V.L.R.383, plain- 
tiff, a boy of eleven, sued the Railways 
Commissioners, alleging that they so 
negligently drove one of their trains 
over a set of points, that he was thrown 
through an open doorway and seriously 
injured. 

A jury, having awarded the plaintiff 
£10,000 damages, his counsel tried to 
argue that the case did not fall within 
this section; that failing, he claimed 
that anyhow he was entitled to £2,000 
of English money. 

The learned judge, however, held 
that it was quite clear that the Vic- 
torian Parliament was not adverting to 
the difference between the English and 
the Australian £, especially in 1928, 
before they diverged in value. The 
plaintiff was entitled to £2,000 Aus- 
tralian only. 


Bankruptcy or Deed of 
Arrangement 
N Re Galvin, 16 A.B.C. 38, debtor had 
entered into a deed of arrangement, 


but one of his creditors, the “Argus” 
Newspaper, apparently felt that his af- 
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fairs needed further investigation, and 
presented a petition for sequestration. 
The trustee of the deed opposed the 
petition. 

Clyne, J. pointed out that sec. 197A 
gives the Court a very wide discretion 
to decide whether or not to allow the 
debtor to escape from bankruptcy by 
means of a deed of arrangement. In 
exercising that discretion the desires 
and even the interests of creditors can- 
not be the sole consideration. The 
Court must consider the interests of 
the public in clean business life, and if 
the debtor’s affairs need investigation, 
it should insist on bankruptcy. 


In this case, His Honour found the 
debtor a shifty and unsatisfactory wit- 
ness, and he mentioned several transac- 
tions which he thought called for 
further investigation. 


There was also a possibility that 
there had been fraudulent preferences. 
His Honour mentioned sec. 199, but 
said that the actual application of Part 
V to deeds of arrangement “appears 
to be an unsatisfactory business”. Ac- 
cordingly, he made a_ sequestration 
order. 


An interesting minor point also 
arose. The debtor had assigned to the 
trustee all his then assets, which were 
expected to realise about 8/- in the &£. 
The assenting creditors had also in- 
sisted that he promise to make period- 
ical payments to the trustee until he 
should have paid 20/- in the £ and 
ee was embodied in a subsequent 

eed. 


His Honour suggested that these two 
documents must be considered together, 
and that normally such an arrangement 
would be rejected as unfair to the 
debtor. If one only was presented to 
the Court, it also must be rejected as 
setting out only part of the arrange- 
ment between the debtor and his 
creditors. 










FINE POINTS OF COMMERCIAL LAW—Continued 


Remuneration of Trustee Under 
Deed of Arrangement 


N Re Ferguson, 16 A.B.C. 6, a seques- 
tration order was made against the 
debtors in 1932, and subsequently a 
scheme of arrangement under Part 4, 
Division 5 was approved by the Court. 
The trustee under the Deed pre- 
sented accounts from time to time, 
showing that he had retained about 
£500 for remuneration, and at a meet- 
ing in 1943, the creditors resolved that 
he should be paid an additional £400. 

The Registrar queried the power of 
the creditors to authorise such a pay- 
ment, but the Court, following Re 
Norman, 3 A.B.C. 80, held that section 
133 authorises the creditors to fix re- 
muneration in the form partly of com- 
mission and partly of a lump sum, or 
in the form of several sums, if they 
think fit. 

It also held that it is sufficient if the 
creditors assent to the Deed. They 
need not have expressly appointed the 
trustee though the section opens, 
“Where the creditors appoint any per- 
son to be trustee...” 


Restriction on Transfer of Shares 


HE South African case of Green- 

acre v. Falkirk Iron Co. Ltd. 
(1953) 4 S.A.F.L.R. 289, raises a num- 
ber of points on the construction of 
articles of association restricting trans- 
fer of shares. Plaintiffs were share- 
holders in a company called Durban 
Falkirk Iron Co. Defendants were 
its parent, a Scottish company, and 
two individuals. 

The Durban company’s articles con- 
tained a restriction that no member 
should sell to a non-member without 
going through the usual procedure of 
offering shares to other members, pro- 
portionately to their holdings, obtain- 
ing a valuation from the company’s 
auditors, and so forth. 

The Scottish company, apparently 
being dissatisfied with the present con- 
trol of the company, bought a number 
of parcels of shares from other share- 
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holders of the company, and the first 
claim of the plaintiffs was that they 
should have had the opportunity of 
buying their proportionate number of 
shares. 

To this the obvious answer was that 
these clauses of the Articles were only 
expressed to apply when a member 
wished to sell to a non-member. Here a 
member was selling to another member, 
and they did not apply. 

The usual forms of articles, though 
alike in their general appearance, vary 
in details, and this is a point worth 
watching when preparing or consider- 
ing a set of articles for a private com- 
pany. 

The Durban company had an article 
providing that the clauses as to trans- 
fer we have just discussed should not 
apply to a transfer “by a member to 
the trustees of any trust created for 
the benefit of such member or any of 
his relatives’. 

The Scottish company, having pur- 
chased these shares, transferred them 
to the individual defendants as trus- 
tees for itself. 

It is obvious that a company cannot 
have any “relatives”; nevertheless, the 
Court refused to construe the clause as 
limited only to trustees for individuals, 
and held that these transfers were 
valid. 

Before these transactions took place, 
these two individual defendants had 
been elected as directors but had not 
obtained their qualifying shares. 

After the board had registered the 
transfers above referred to, it noted 
that these two directors had not ob- 
tained their qualifications, and that, 
therefore, their appointments had 
lapsed and there were now two casual 
vacancies on the board. It then ap 
pointed the same two persons as 
directors. 

The Court held that there was no 
thing to prevent a person who was re 
moved because he was ineligible from 
being appointed again as soon as he 
became eligible, even if there had been 
no other appointments in the mear- 
while, so that he was really being ap- 
pointed in place of himself. 
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Accounting Terminology 
By LOUIS GOLDBERG 


HE ACCOUNTING Research Com- 

mittee, N.S.W. Division, is to be 
congratulated on its interim report on 
accounting terminology (The Aus- 
tralian Accountant, August, 1953). 

The committee is to be congratulated 
on its initiative in publishing a series 
of suggested definitions and inviting 
public criticism of them. It is a 
courageous thing to thus “stick one’s 
neck out” (if I may be permitted to 
use in this journal an inelegant but 
currently popular and expressive col- 
loquialism), and in acceding to the in- 
vitation I should like it to be under- 
stood that my remarks are not made 
with any mere carping and pin-prick- 
ing intention, for I fully appreciate 
the amount of effort that is necessary 
to arrive at a single satisfactory de- 
finition; they are intended, rather, to 
help in clarifying the-issues involved. 

My first criticism is that the purpose 
of the proposed definitions has not 
been made sufficiently clear in the pre- 
amble published. I believe that a de- 
finition should be envisaged as having 
work to do, and that the test of the 
definition is whether it does this work 
effectively. 

Hence, the purpose of a definition or 
a set of definitions must be known be- 
fore judgment can be passed on 
whether it is adequate to that purpose. 
The only indication given of such pur- 
pose by the committee is that the terms 
submitted are “suggested for general 
use”. But what is meant by “General 
use?” Is it intended, for example, 
that these definitions are to be used 
(a) by accountants in communication 
with each other, (b) by accountants 
im communication with non-account- 
ants, or (c) by teachers in communica- 
tion with students? Does “general 
use” cover all these? 

In my opinion, the context in which 
a definition is used or is to be used is 
all-important: the definition must be 
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governed by the context, and the same 
term and the same idea may be legiti- 
mately defined in different ways where 
the context demands it. 

I submit an illustration from my own 
teaching practice of one of the terms 
submitted by the committee. At a 
very early stage of exposition of basic 
accounting theory, I find it expedient 
to use the term “assets” in trying to 
communicate certain ideas to students 
with no previous knowledge of account- 
ancy. I am content at that stage to 
use the term in a most general way: 
as, say, things and rights owned by a 
person, without introducing the notion 
of an entity or of measurement. 

Admittedly, I tell my class that we 
shall come to a more precise definition 
later, but at that stage, that is, in 
the context with which we are then 
concerned, the definition I use—and 
which does the work I want it to do— 
is different from that which I use at 
a later stage, when I want it to do dif- 
ferent work. And in this connection, I 
do not think that the saving clause 
which the committee adds (namely, 
that “special circumstances may re- 
quire the use of other appropriate 
terms’) meets my requirements: I do 
not want to use other terms, I want to 
use those terms, but I do not want to 
be restricted to the definitions sug- 
gested, or to any other definitions that 
might be proposed “for general use’’. 

In a logical, mathematical or exposi- 
tory system, the purpose of definition 
is to allow certain specific relationships 
to be explained and to enable the de- 
ductive or expository process to be car- 
ried on. The value and virtue of the 
definitions can only be seen when the 
end-results of this process are exam- 
ined. If the exposition is considered to 
be satisfactory, then the definitions 
used are sound within that context. 

On the other hand, a dictionary is 
essentially a collection of descriptions 
of the ways in which certain words 
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have been used by writers whose use 
of such words is generally or widely 
considered to be worthy of imitation. 
As Richard Robinson, in his book, 
“Definition” (O.U.P., 1950) puts it: 
“Lexical definition is a form of history. 

“It refers to the real past. It tells 
what certain persons meant by a cer- 
tain word at a certain less of more 
specified time and place. In a ‘modern’ 
dictionary the time meant is the most 
recent period down to the instant of 
writing, and there is a strong expecta- 
tion that the same persons will con- 
tinue to use this word in the same way 
for a considerable future time after the 
publication of the dictionary. This 
expectation will very probably be veri- 
fied for most of the words and falsified 
for a few” (p. 35). 

Another use for “definitions” is in 
setting out the meanings of technical 
terms for references by students and 
laymen; this is, in effect, an extension 
of the functions of a dictionary, and 
is applied so as to enable people to 
determine the meaning of an expres- 
sion in its context and to make clear 
the meaning of passages in which it 
occurs. 

This purpose, although in some re- 
spects distinct from, is also related to 
the expository purpose, in that the ob- 
jective is the clarification of the mean- 
ing of the context. 

The importance of context cannot, in 
my opinion, be over-emphasized. If, on 
seeing somebody I know, I say, “How 
do you do?”, the expression has little 
meaning except in a particular context, 
but within that context it is con- 
ventionally understood. The French 
equivalent, which literally translated, 
means “How do you carry yourself?” 
is likewise conventionally understood, 
as also, I am told, is the Egyptian, 
which literally translates into “How do 
you perspire?” In the same context, 
each of these very different expressions 
may convey precisely the same mean- 
ing. 

The important thing is, surely, to 
make one’s meaning clear, and if it 
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takes a book to do this, then that book 
is, in effect, a definition. 

My second main point of criticism is 
in relation to the description of an 
accounting entity, which appears to 
be, in the opinion of the committee, 
basic to many of the terms defined. An 
accounting entity, they say (by major- 
ity), is “a conceptional point of refer- 
ence at which a particular aggregation 
of acts, events and things is described 
in accounting terms”. 


Perhaps I am obtuse, but, despite 
many attempts at elucidation, I must 
confess I cannot make much sense of 
this description as it stands. An en- 
tity is “a conceptional point of refer- 
ence”. The word “conceptional” is in 
the dictionary, with the meaning “per- 
taining to or having the nature of a 
conception or notion”. I take it that 
the committee means “abstract” or 
“notional”. Then the entity becomes 
an abstract point. 


Geometrically, of course, all points 
are abstract, having neither length nor 
breadth. In this sense, an entity be 
comes an abstract abstraction of refer- 
ence. Alternatively, a point is the tip 
of a sharp instrument, but an abstract 
tip of reference could scarcely be re 
garded by the committee as basic to 
accounting terminology. 

What is the significance of “of refer- 
ence?” Who refers to what? Does it 
mean that an entity is an abstract ab- 
straction that refers to something else, 
or to somebody else, or to same ab- 
straction else, or does it mean an ab- 
stract abstraction (or conceptional 
concept, if that is preferred) which 
somebody refers to? If the former, 
who or what is it that it refers to? 
If the latter, why would anybody refer 
to it? And what is a “particular ag- 
gregation of acts, events and things?” 
How can we add an act to a thing? 
Perhaps this is possible in the space- 
time relationships of our astro-physic- 
ists and mathematico-philosophers, but 
in accounting? or in business? 

Or let me put the position in this 
way: I cannot help feeling—perhaps it 
is not reasonable, but feelings are not 
necessarily reasonable—that my house, 
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ACCOUNTING TERMINOLOGY — Continued 


my car, my clothes, are my assets, 
that they are assets which belong to 
me. I agree that they belong to me by 
virtue of certain legal sanctions which 
others have to observe, but the feeling 
is escapable that they are mine. Then, 
in terms of the definition of “assets”, 
I am an entity, and, as I keep a set of 
books, presumably an accounting en- 
tity. Therefore, I am a conceptional 
point of reference 

That I am _ conceptional—in the 
sense that I was conceived at a very 
early stage of my career—I am pre- 
pared to concede; but that I should be 
reduced to regarding myself as a point 
of reference is something which I 
shudder to contemplate. Even though 
at some time I might become a mere 
shadow of my former self, I hope I 
shall never shrink to the dimensions of 
a point. 

I cannot help feeling that if the com- 
mittee had simply said that an account- 
ing entity is the unit (conceptional or 
otherwise) in terms of which account- 
ants apply their procedures, this 
would have been adequate and safe. 

I presume that what has happened 
is that the committee has attempted to 
adapt the treatment set out in Paton 
and Littleton’s “Introduction to Cor- 
porate Accounting Standards;” but in 
doing so has so paraphrased those 
learned authors as to etherealize and, 
if I may say so, emasculate their argu- 
ments. Furthermore, the committee 
appears to have overlooked an import- 
ant caution which Paton and Littleton 
introduce. 

It is to be noted that Paton and Lit- 
tleton use the term “business entity”, 
which is doubtless appropriate to their 
context of corporate accounting. They 
do, indeed, say that “the business 
undertaking is generally conceived of 
as an entity or institution in its own 
right, separate and distinct from the 
parties who furnish the funds, and it 
has become almost axiomatic that the 
business accounts and statements are 
those of the entity rather than those 
of the proprietor, partners, investors 
or other parties or groups concerned”. 
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The term “conceived of” here a 
pears to be related to the committee's 
term “conceptional”. They also say: 
“Recognition of the business entity in 
accounting does not eliminate the prob- 
lem of discerning the boundaries of the 
enterprise in particular cases. In gen- 
eral an enterprise is any business 
undertaking with a single manage- 
ment. 

“In some instances a department or 
other section of the business unit may 
assume sufficient importance to justify 
treatment, for certain purposes, as a 
subordinate form of entity. In other 
instances a number of distinct corpora- 
tions may be so closely related as to 
justify treatment of the group, for 
certain purposes, as one corporate en- 
terprise” (pp. 8-9). This, incidentally, 
raises the query: Are we to recognise 
sub-entities and super-entities? 

But they also have the following pas- 
sage: “In accounting the business fab- 
ric is conceived in terms of specific 
enterprises and these units are con- 
strued as focal points of recording and 
reporting. This conception has, by 
common consent, some economic and 
managerial validity; in the case of the 
corporation, moreover, it finds definite 
support in the legal structure. At the 
same time there is an element of as- 
sumption in a conception which carves 
the whole of business activity into in- 
stitutional sections with the sharp out- 
lines characteristic of the accountant’s 
conception of an enterprise. 

“It is important that the limitations 
of the conception be recognised, par- 
ticularly in dealing with departmental 
activity, governmental operations, the 
affairs of single-proprietorships, and 
affiliated corporations” (pp. 21-22, 
italics mine). It is the purport of this 
last sentence that is not apparent in 
the committee’s exposition. Admit- 
tedly, the committee has: “The as- 
sumption is that the unit is an entity in 
its own right”, but this is the first ap- 
pearance of the word “unit” and what 
unit is meant is not made clear. 

Further, the committee has been 
good enough to quote a passage from 
one of my own articles to support their 
view, and I am grateful for their at- 
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tention, but it will be readily recog- 
nised that I did but echo Paton and 
Littleton. The passage quoted should 
also be considered in its particular con- 
text, which had reference to the Funds 
Statement via a particular view of the 
balance sheet and was not necessarily 
intended as a proposition of universal 
validity. 

My third main point is in relation to 
some of the definitions submitted of 
items in the asset group, and this can, 
perhaps, be put best in the form of 
queries. 

Assets are defined as: “Such pro- 
perty and rights and interests of an 
accounting entity as are measurable in 
monetary terms”. Query: Are un- 
called capital and unissued capital, 
which are rights and interests of a 
company, to be regarded as assets? 
In certain contexts I would agree they 
may be, but in others they should not 
be. This raises again the matter of 
the purpose of the definitions. 

Circulating assets are “those current 
assets which change their form during 


the normal operating cycle of the en- 


tity”. Query: What is an operating 
cycle? Can a conceptional point of re- 
ference have an operating cycle? It 
may be noted that under “current 
assets”, the expression used is “the 
normal operating cycle of the business 
of the entity”. Does the committee 
then mean a “business entity” of an 
“accounting entity”, or are these terms 
or concepts to be regarded as synony- 
mous or identical, or what? 


Deferred assets is (? are) “a term 
variously used to denote long-term 
loans, debts due under instalment pur- 
chase agreements, expenses paid in ad- 
vance and intangibles”. Query: What 
does “variously used” mean? The 
committee does not recommend the use 
of the term “deferred assets”. (In- 
deed, it is notable that the committee 
does not recommend the use of five of 
the twelve terms submitted.) 


I should like to point out, however, 
that I have found the term quite use- 
ful in certain contexts, and I hereby 
give notice that, the committee’s op- 
position (for which no reasons have 
been vouchsafed) notwithstanding, I 
propose to continue to use the term, not 
necessarily in the sense described or 
defined by the committee, until stronger 
arguments are adduced for its non- 
use and a satisfactory substitute for 
the ideas I wish to convey is suggested. 

Intangible assets are “those fixed 
assets (excluding investments in other 
entities) which have no physical exis- 
tence”. Fixed assets are “that assets 
which, at the time of classification, 
are held for the purpose of earning 
income. ...” Thus intangible assets 
become those assets which are held 
for the purpose of earning income but 
which have no physical existence. But 
group (b) of the intangibles comprises 
“expenditure such as preliminary ex- 
penses, discount on shares, which re- 
sults in benefits which are not in them- 
selves capable of producing income in 
future accounting periods’. 

Thus we have expenditure which is 
not capable of producing income be- 
longing to a class of assets which are 
held for the purpose of earning income. 
Query: Does this not seem slightly in- 
consistent? Further, what is meant 
by “benefits which are not in them- 
selves capable of producing income”? 
Are “benefits” such as machines or 
motor vehicles capable of producing in- 
come “in themselves”? The only bene- 
fit”” which comes readily to mind which 
could, perhaps, be regarded as produc- 
ing income “in itself” is an interest- 
bearing investment. 

Under “Liquid Assets” the commit- 
tee states that “this term may be used 
in Balance Sheet analysis, but should 
not be used as a published balance sheet 
classification”. Query: Why not? If 
it is advantageous to use a means of 
classification in analysis, why would it 
not be similarly advantageous in pre- 
sentation? 


The Australian Accountant, February, 1954 





Who Should Sign the Balance Sheet First? 


By J. M. GREENWOOD 


OES it ever occur to you when look- 

ing at a published balance sheet 

that there may have been a heated con- 

troversy between the directors and the 

auditor as to whether the directors 

should have signed it before the auditor 
signed his certificate? 


From 27 years’ experience in public 
accountancy I should say that usually 
directors and auditors couldn’t care less 
—in fact, I fear there may have been 
times when the only person who ac- 
tually put name to paper was the 
printer. 


Be that as it may, one is not likely 
to find any case where the question of 
precedence has been considered of suf- 
ficient importance to waste the time of 
judge and counsel in settling it by court 
decision. Yet human nature is prone 
to precedence, and a correspondent has 
raised the point, so let us consider the 
niceties. 


Section 110(1) of the N.S.W. Com- 
panies Act requires that every balance- 
sheet (note the hyphen) of a company 
shall be signed “on behalf of the board” 
(how often are these words omitted?) 
by (not “or on behalf of”—does this 
exclude signature by an attorney?) 
“at least” (so there could be more than 
two signatures) two of the directors 
of the company, unless there is only 
one director resident in the State, when 
he alone need sign. 


Here at the outset, could develop an 
argument fit for Solomon as to how 
many directors should sign and who 
should first take up the pen. Usually 
only two directors sign, since legal for- 
malities are an awful bore, and the 
honours (?) are frequently accorded to 
the chairman and the accountant mem- 
ber of the board (no board being com- 
plete without an accountant). 


The Australian Accountant, February, 1954 


Section 110(1) goes on to provide 
that the auditors’ (note the position of 
the apostrophe) report made  pur- 
suant to s.115 shall be “attached” to 
the balance-sheet or there shall be in- 
serted at the foot of the balance-sheet 
a reference to the report and the re- 
port shall be laid before the company 
in general meeting and shall then, but 
not before, be open to inspection by 
any member. To interpret the apos- 
trophe after the plural “auditors” one 
must turn to s.21(b) of the Interpre- 
tation Act of 1897 which states that, 
“unless the contrary intention ap- 
pears”, words in the plural shall include 
the singular. A contrary intention 
might be inferred from the unnecessary 
use of the plural, with the result that 
the report would have to be made by 
two or more auditors. 


The Legislature, however, evidently 
expected that some companies would 
only run to one auditor because s.113 
(1) enacts that every company shall 
appoint “an auditor or auditors”. Even 
then a hair-splitting lawyer might 
argue that the requirements of s.110 
(1) with regard to “the auditors’ re- 
port” only apply when the report is 
made by a plurality (or should one 
say a plethora?) of auditors. 


Section 115 is also in the plural. It 
requires the auditors to make a report 
and tells them what subjects must be 
dealt with. Nowhere, as far as I can 
see, does the Companies Act require 
the auditors’ report to be signed by 
them. Possibly a holograph auditor’s 
report would be as valid as is a holo- 
graph will in the case of a soldier or 
a Scot. Indeed, the Act does not even 
state that the auditors’ report shall be 
in writing! 


If the auditor is not required by law 
to sign his report and the directors are 
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SIGNING THE BALANCE SHEET — Continued 


obliged to sign the balance-sheet, there 
can be no argument on the face of it 
as to who should sign first. 

Moreover, the auditor is required to 
report on “every balance-sheet laid be- 
fore the company in general meeting” 
(s.115(1)) and a balance-sheet cannot 
be laid before a general meeting until 
signed by the requisite number of 
directors (s.110(1)). Therefore, it 
seems the balance-sheet must be com- 
plete when the auditor reports on it. 
Furthermore, if the balance-sheet upon 
which the auditor must report is not 
signed on behalf of the board when 
presented to him, how does he know 
that he is reporting on the specific 
balance-sheet which the directors in- 
tend to lay before the shareholders? 

Thus, by standing on his rights the 
technical auditor can give the directors 
a severe headache. Not only are they 
enjoined by s.110(1) to see that the 
auditors’ report is attached or referred 
to in the balance-sheet when it is laid 
before the company in general meet- 
ing, but also by s.111(1) they are re- 
quired to send out a copy of the 
balance-sheet, including every docu- 
ment required by law to be annexed 
or attached thereto, not less than seven 
days before the date of the meeting. 
If the auditor refused to produce his 
report before the meeting, or to sign 


it er even to make a written report at 
all, it seems that the directors cou 
only state the facts at the foot of the 
balance-sheet and hope that this con. 
stituted a sufficient “reference to the 
report” for the purpose of s.110(1). 

One may question, too, whether an 
auditor’s report is “attached” to the 
balance-sheet when it appears on the 
same piece of paper. “Attach” means 
literally “to tack to” hence “to tack 
on”; “to fasten or join (to) by tacking, 
tying, sticking, etc.” (Shorter Oxford 
English Dictionary.) 

Clearly the draftsman had in mind 
a much more detailed report than the 
certificate which usually passes for the 
statutory report and that it would be 
an entirely separate document. Whe 
a statement is expected to appear on 
the same paper as the balance-sheet the 
more appropriate word is “append”. 
That is one of the meanings of “an. 
nex” which is used in 8.106 with re 
gard to the statement telling how the 
profits and losses of subsidiary com 
panies have been dealt with in the ae- 
counts of the holding company. 

So it all becomes “curioser and 
curioser” the closer one looks into the 
Act and it is abundantly clear that 
compliance can only proceed in a spirit 
of sweet reasonableness. Without 
that spirit it is even possible that the 
auditor(s) would not remain the audi- 
tor(s) for very long. 


USEFUL REPORTS.—Our acknowledgements are due to “The Internal Auditor,” 
September, 1953 issue, for the neat and pithy comment on over-long reports which 
appeared on p. 15 of the January, 1954, issue of The Australian Accountant. 
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New Probate Act 


By VICTOR L. GOLE 


Some implications of the recent amendment to Section 14 of the Victorian 
Administration and Probate (Estates) Act 1951. 


LTHOUGH passed by Parliament 

in late 1951 the amendment came 
into force by proclamation only on De- 
cember 15, 1953. The portion of Sec- 
tion 14 of direct interest to company 
secretaries is expressed 
words :— 

(1) Where any shares, stock, deben- 
tures, money on fixed deposit, 
policy of life insurance, or any 
other property except money on 
current account at any bank, 
stand in the books in Victoria of 
any person or body corporate or 
unincorporate in the name of 
any deceased person, either alone 
or jointly with any other person 
(or where a policy of life insur- 
ance on the life of the deceased 
stands in such books in the 
name of any other person but 
has not so stood for a period of 


three years), no dealings with 
any such shares, stock, deben- 
tures, money, policy or property 
shall be registered, recorded, or 
otherwise given effect to, or 


such policy satisfied by the 
person or body aforesaid, if he 
or it has notice (whether pur- 
suant to this section or other- 
wise) of the death of the de- 
ceased, without the production 
of a certificate of the Commis- 
sioner to the effect that the duty 
in respect of such property has 
been paid, or that the Commis- 
sioner consents to the proposed 
dealing or satisfaction. 

In any case where— 

(a) any safe deposit is held in 
the name of the deceased 
person, either alone or joint- 
ly, at the premises in Vic- 
toria of any person or body 
aforesaid; or 

(b) any property is deposited 
for safe custody in the 
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in these | 


name of any deceased 
person, either alone or joint- 
ly, at the premises in Vic- 
toria of any person or body 
aforesaid— 
the person or body aforesaid if 
he or it has notice (whether 
pursuant to this section or other- 
wise) of the death of the de- 
ceased shall not allow or suffer 
the removal of any property or 
thing from such safe deposit, or 
of any property deposited for 
safe custody as aforesaid, unless 
the Commissioner certifies in 
writing in the prescribed form 
that the duty in respect of such 
property has been paid, or that 
the Commissioner consents to 
the proposed removal. 


Any person or body aforesaid 
who or which acts in contraven- 
tion of this section shall be 
liable to a penalty of not more 
than One hundred pounds, and 
any person who seeks to have 
any dealing referred to in sub- 
section (1) of this section re- 
gistered recorded or otherwise 
given effect to or any such 
policy satisfied in contravention 
of such sub-section shall be 
liable to a like penalty. 

In short, this means that transfers 
of shares and other property out of 
deceased estates shall not be made un- 
less accompanied by— 

(a) A certificate of the Commission- 
er that duty has been paid on 
the particular shares or other 
property, or, 

The consent of the Commis- 
sioner of Probate Duties has 
been obtained to the trans- 
action. 

Apparently the amendment to 
Section 14 was made in order to protect 
the revenue against loss through non- 


(b) 
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NEW PROBATE ACT — Continued 


disclosure of assets of deceased estates, 
held in the form of shares or debts due 
to the estate. The certificate which 
the Commissioner gives in these 
matters is in this form:— 

STATE OF VICTORIA 
PROBATE DUTIES OFFICE 
Certificate under Section 14 of the 
ADMINISTRATION AND PROBATE 
(ESTATES) ACT 1951. 

I certify that the Duty payable has been 

paid in respect of:— 
XYZ COMPANY LTD. 
1,000 £1 5% cum. pref. shares 
standing in the name of 
JOHN HENRY JONES, deceased 
Commissioner of Probate Duties. 


This Certificate is of no effect unless it bears 
the imprint of the Probate Duties Office Seal. 


Although the amendment ai 
various kinds of property in deceu 
estates even extending to credit b 
ances in a debtors ledger, the implica- 
tions of most interest to company 
secretaries will be those relevant to the 
handling of share transfers. Standard 
practice in the handling of shares re- 
gistered in the name of a deceased 
person usually follows these lines with 
some modifications to suit company 
procedure, 


1. The Secretary is notified in writing 
by a solicitor, trustee company or 
executor, of the death of the share- 
holder and the date of death. 

The word “deceased” is written into 
the share register after the name of 
the shareholder. 

Share transfers from the deceased’s 
shareholding would not be handled 
until probate has been noted. 
Details of the probate document 
would be entered in the company’s 
register of documents or on the 
shareholders account in the share 
register. 

Transfer documents could then be 
accepted by the Secretary if they 
were signed by the named executors 
and bore the appropriate stamp of 
the Comptroller of Stamp Duties. 


The amendment to Section 14 now 


has the effect of holding off any trans- 
fer of shares in a deceased estate until 
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the certificate already referred to is 
obtained from the Commissioner of 
Probate Duties. This applies not only 
to cases in which the shareholder dies 
after the proclamation of the amend- 
ment but also to any portion of a de- 
ceased estate the administration of 
which is not completed by the date of 
the proclamation. 


The onerous nature of statutory pro- 
visions of this kind, is not always ap- 
parent on first consideration, but it is 
thought that the amendment will in- 
volve extra work for the legal and 
secretarial professions; delay in the 
transmission of title to shares and 
other property in deceased estates; and 
the responsibility to police the pro- 
visions of the Act placed upon the com- 
r‘6rcial community. 


*lf the purpose of the amendment to 
Section 14 is to protect the revenue, 
the nature of the additional imposi- 
tions referred to should be measured 
against what actually happens in prac- 
tice in the handling of deceased estates. 


1. Claims for probate are almost in- 
variably prepared by a solicitor, 
the Public Trustee, or a trustee 
company and these _ responsible 
parties make every effort to en- 
sure that all assets of the de- 
ceased are included. 


The executor or administrator is 
required to swear that all assets 
have been disclosed. 


In view of this it is possible that 
the amendment is onerous to no really 
useful purpose and cumbersome in re- 
gard to time and cost. 


The main point from the company 
Secretary’s standpoint is to see that a 
certificate in the prescribed form is 
submitted to him in respect of any 
transfer of shares he is called upon to 
handle in respect of a deceased estate. 
If the transfer document is lodged at 
the company’s office without the certi- 
ficate from the Commissioner of Pro- 
bates two courses are open. 

1. The secretary may return the 
transfer document to the broker, 
executor or trustee lodging it, 
with a request to submit it later, 
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More of Horses, Pigs and Monetary Convention 


By C. B. THOMSON 


R. C. R. AIREY’S article (Aus- 
tralian Accountant, November, 
1953) left me with a feeling of futility. 
If Mr. Airey cannot understand, is it 
any use attempting to make others 
understand? But, this thing is too 
important—it is a root cause of boom 
and slump—others must be made to 
understand! 

Yes, Mr. Airey, we can add a num- 
ber of sheep to a number of pigs, plus 
some horses and some cattle and cor- 
rectly express the answer as the sum of 
their like quality—so many anima's. 
For some purposes, very possibly sor 2 
statistical question, such an ansv-.r 
might suffice, but it would not give any 
clue as to how much wool, milk or 
pigmeat a farm so _ stocked might 
reasonably produce—for these pur- 
poses all the animals do not have like 
qualities and we can only add like 
qualities. 

Similarly, we can add fat women, 
bald men, blue-eyed girls and sk’ »1y 
boys in terms of their common .- 
nominator of genetic likeness and h. ’e 
a correct answer. Let the statistician 
divide the National Debt by this figure 
and he can tell us the indebtedness per 
head of population, but if the statis- 
tician desires to work out the possible 
reproduction potential of a nation, he 
must discard the unlike qualities, and, 
by adding the one unifying quality of 
all the fat, thin, blonde and brunette 


women of child-bearing age, he has a 
useful answer. It is all a question of 
purpose. 


So with Profit and Loss Accounts 
and Balance Sheets, we can add, and 
do add, 1937 £s to 1945 £s to 1953 £s 
in terms of their vague legal likeness, 
and have expressed in the general legal 
terms £s the. business owners’ legal 
position with regard to their liabilities 
and their power to discharge them. 
For this purpose the answer is valid 
and useful, even necessary, but some 
one once said “The Law’s an ass!” 


e, we may discharge pre-war 
5 with post-war currency and 
,juld be called upon to do this even 
ii’ the trend of prices (thus the pur- 
chasing power of money) had been 
exactly the reverse of what it has been. 
This is Law, but is it commonsense, 
Mr. Airey? Is it really justice? Per- 
haps we would be much wiser to alter 
the Law! 


Instead of altering the price of cot- 
ton piece goods every time their ex- 
change value alters, we could alter the 
length of the yard—or deal with tea 
by altering the weight of the pound. 
You will object that this would lead to 
chaos. We would not know what we 
were doing—but, when the purchasing 
power of the £ is altering rapidly, and 
these periods are frequent, there is 
chaos, confusion and distress. 





NEW PROBATE ACT — Concluded 


accompanied by the required cer- 
tificate. 

. The transfer document may be 
retained in the company’s office 
and a request made to the person 
lodging it to obtain the necessary 
certificate from the Commis- 
sioner of Probate Duties. 

In the latter case the transfer docu- 
ment would not be acted upon until the 
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necessary certificate had been sub- 
mitted. 


Already it has been found in prac- 
tice that the certificate from the Com- 
missioner of Probate Duties will, in 
some cases, reach the company’s office 
before the share transfers are sub- 
mitted. In these cases the certificate 
should be filed carefully so as to be 
linked up readily with the transfer 
documents when they are lodged. 


65 








The question is, failing the appear- 
ance of a more perfect solution, which 
seems likely to be long delayed, can the 
accountancy profession make any use- 
ful contribution to the solution of our 
business difficulties now? My answer 
is—yes! 

The owners of business and/or their 
managements look to their Final Ac- 
counts and Balance Sheets for two pur- 
poses— 

1. To ascertain their monetary posi- 
tions in terms of their legal obli- 
gations, for which purpose they are 
adequate, and 

2. To ascertain their positions in terms 
of real, tangible wealth. For which 
purpose, as the Accounts and 
Balance Sheets are a jumble of £s 
of totally different purchasing 
powers, they are completely and 
dangerously misleading. 

My suggestion is that, under present 
conditions, we should produce two sets 
of Final Accounts and Balance Sheets, 
the first set as now presented, ignoring 


BOOK 


Company Meetings in Australia; P. B. 
Toose and M. M. Helsham; Butter- 
worth & Co. (Australia) Ltd.; Pp. 
xvii+91, including Index; Price 
27/6. 

IS compact work is designed to 

serve as a handbook for those to 
whom is entrusted control or respon- 
sibility in running a Company. 

The authors are barristers-at-law, 
and have written in succinct and clear 
legal style. 

They base their treatment on the 
Companies Act 19386 of New South 
Wales, but quote the relative sections 
of the Companies Acts of all the States 
and of England bearing on each matter 
dealt with. There are, however, no 
references to relevant sections of the 
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REVIEW 








the inconsistencies in the units used, 
but expressed in terms of their legal 
similarities; and the second with the 
units adjusted to the best of our statis- 
tical knowledge so that they present 
reasoned statements of real wealth. 

The stark differences between the 
two sets of accounts when money values 
are rapidly changing might well bring 
clearer realisation of economic facts 
and lead to sounder business and gov- 
ernmental decisions. 

Let us throw off our sloth and do 
something—something besides argue 
interminably about the statistical basis 
of the adjustment to be made. All 
human progress has been made by 
using the crude tools that came to hand 
and by their use gaining the necessary 
knowledge and ability to improve them. 
Let us not be less wise than our cave 
dwelling forefathers. 

To Mr. C. R. Airey and the many 
sober and influential gentlemen who 
agreed with his ably expressed views, 
I write—“What about it, Mr. Airey?” 

































Companies Ordinances of the Aus- 
tralian Capital Territory. 

In appropriate instances the reader 
is referred to the leading cases in point. 

Very useful tables of Statutes and 
cases are additional facilities for easy 
reference. 

Directors, in particular, will find the 
book a clear guide, of very convenient 
size, in principles relating to company 
meetings and related subjects. To 
secretaries and others concerned with 
attention to detail in like matters the 
book, because of the tie-up with the 
specific sections of the various Com- 
panies Acts, will be an adjunct to 4 
more comprehensive manual on Sec- 


retarial Practice and Company Law. 
J.R.B. 
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Current Problems — 
Discussed in Overseas Journals 


The last instalment of these notes (November, 1953, issue) carried the review of 
overseas journals up to July-August, 1953. The present instalment brings the review 


up to October-November, 1953. 


Development of Accounting Theory 


How may progress in the develop- 
ment and clarification of accounting 
theory best be effected? Is it wise 
and in the end beneficial that recom- 
mendations should be made with the 
force of authority by councils of ac- 
countancy institutes? Professor W. T. 
Baxter, in The Accountant, October 10, 
in a challenging article, strongly con- 
tends that societies of accountants 
should not make statements on matters 
of intellectual principle. 


He reviews the origins of, the case 
for and against, and the nature of, the 
recommendations made by the prin- 
cipal accountancy bodies, and the 
authority of the bodies concerned, and 
he concludes that, in the end, such 
recommendations will probably do more 
harm than good: they are likely to 
yield little fresh knowledge, to weaken 
training, and to narrow the scope for 
individual thought and judgment. 


In Accounting Research, October, 
Professor F. Sewell Bray, the first 
Stamp-Martin Professor of Account- 
ing, in a research lecture entitled “The 
Formal Principles of Public Company 
Accounting,” develops a plan of ac- 
counts (profit and loss account, balance 
sheet, and sources, earmarkings, and 
utilisation of funds statement) for 
public companies, and derives there- 
from formal principles regarding the 
form and content of such published ac- 
counts. 

In The Journal of Accountancy, 
October, Professor W. A. Paton draws 
attention to the distortions and ob- 
scurities which result from the common 
practice of premature revenue recog- 
nition. Examples which he gives in- 
clude post-sale servicing and inventory 
over-statement. 
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Accounting and Price-Level Changes 


In The Accounting Review, October, 
Eugene L. Zieha, in an article entitled 
“Accounting under Conditions of 
Changing Prices from the Debtor and 
Creditor Viewpoint,” analyses proposals 
for change in accounting conventions 
from the standpoint of various types 
of equity holders. He concludes that 
the historical cost basis of accounting 
should be retained because of— 


(a) the close connection between ac- 
counting information and debt 
transactions ; 

the difference between economic 
and accounting concepts: because 
of their responsibilities to debtors 
and creditors accountants can feel 
free to reject ideas originating in 
economics, if those ideas conflict 
with that part of the accountant’s 
responsibilities ; 

the fact that index-number ac- 
counting would provide short-run 
benefits to holders of ordinary 
shares at the expense of other in- 
vestors; and 

(d) the implications of legal aspects of 

corporate debt contracts. 


A similar article by the same author 
appears in The New York Certified 
Public Accountant, September, entitled 
“Accountants’ Responsibilities and In- 
dex-Number Adjustments.” 

In the October issue of The Account- 
ing Review, Felix Kaufman and Alan 
Gleason examine by means of hypo- 
thetical cases the effect of growth on 
the adequacy of depreciation allow- 
ances. They conclude that physical 
expansion of plant may offset the 
tendency of rising prices to cause re- 
placement costs to exceed depreciation 
allowances; and that an expanding firm 
whose current depreciation allowances 


(b) 
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CURRENT PROBLEMS — Continued 


equal or exceed current replacement 
costs in a rising-price period has the 
option of taking action immediately to 
offset presumed future effects of the 
rising prices, or postponing action until 
current replacement costs exceed cur- 
rent depreciation allowances. 

In the same issue of The Accounting 
Review, J. Fred Weston examines ob- 
jections to revaluations of fixed assets, 
including the major objection of prac- 
tical difficulty. He concludes that “To 
the extent that accounting practice re- 
flects professional competence and pro- 
fessional ethics, principles and stan- 
dards for measuring income on the 
basis of current costs and recognising 
changes in the value of money will yield 
accounting statements of greater, not 
reduced, dependability and utility.” 

The Taxation and Research Commit- 
tee of the Association of Certified and 
Corporate Accountants recently issued 
a booklet entitled “Accounting for 
Inflation—a Study of Technique under 
Conditions of Changing Price-Levels.” 
This statement is reviewed in The 
Accountants’ Journal (N.Z.), Septem- 
ber, by D. S. Cox. 


Accounting Terminology 


Following on the re-statement of 
Accounting Research Bulletins of the 
Committee on Accounting Procedure 
of the American Institute of Account- 
ants (to which reference was made in 
The Australian Accountant, Novem- 
ber) the Institute’s Committee on Ter- 
miology has now published a review 
and resume of eight Accounting Re- 
search Bulletins developed by that 
Committee. 

Although these bulletins were ap- 
proved generally by the Committee on 
Accounting Procedure, they were not 
issued as formal pronouncements by 
that Committee, and they were there- 
fore omitted from the re-statement of 
the Accounting Research Bulletins. 

The present Accounting Terminology 
Bulletin, described as Accounting Ter- 
minology Bulletin No. 1, is intended to 
initiate a series of bulletins on ter- 
minology which will be separate from 
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those on accounting procedure. The 
bulletin covers the following terms— 
accounting, accountancy, accounting 
principles, balance sheet, assets, lia- 
bilities, income, income statement, pro- 
fit, profit and loss statement, undistri- 
buted profit, earned surplus, value and 
its derivatives, audit and its deriva- 
tives, auditor’s report or certificate, 
depreciation, reserve, and surplus. 


Management Accounting 

B. S. Sinclair, in The Accountants’ 
Journal (N.Z.), October, discusses in- 
tegrated accounting in an article based 
on the papers and discussions on the 
accountant in industry at the Sixth 
International Congress of Accountants. 
The article is well illustrated with 
charts and figures, and includes a work- 
ing plan for integration of financial 
and cost accounts. 

In the September issue of The New 
York Certified Public Accountant, Wil- 
liam L. Campfield, in an article 
entitled “Independent Accounting 
Analysis and Review as Instruments 
of Managerial Control,” examines the 
use of external-audit techniques by 
management. In the October issue of 
the same journal, Robert M. Trueblood 
discusses the use of statistics in ac- 
counting control in relation to sam- 
pling, analysis, and interpretation. In 
his view, the problem of the application 
of statistics to accounting still lies 
ahead. 

In The Cost Accountant, October, 
J. A. Scott, on functions of manage- 
ment accountant, deals with the outlook 
and objectives of management account- 
ing, with management accounting re- 
ports and their interpretation, and 
with available techniques. In the same 
issue of The Cost Accountant, J. M. S. 
Risk, on financial control in large-scale 
undertakings, discusses the need for, 
and nature of, such control, its 
organisation, and the objective form of 
accounts as contrasted with the sub- 
jective form. 

An article of wide scope, entitled 
“The Chartered Accountant in In- 
dustry,” in The Accountant of August 
15, by J. Clayton, examines the func- 
tions of the accountant in industry. 
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CURRENT PROBLEMS — Continued 


The keynote of the article is that the 
most important contribution which in- 
dustrial accounting can make to man- 
agement is the provision of financial 
answers to the two questions—“How 
it has happened” and “Why it has hap- 
pened”. Like the article by B. S. Sin- 
clair in The Accountants’ Journal 
(N.Z.), this article stresses the need 
for integrated accounting. There is a 
short note in The Accountant, Septem- 
ber 19, by Ian Liddington, on the form 
of capital and cash forecasts. 

In The Accountant, September 26, 
Harry Dugdale, in an article entitled 
“Management Accountancy — Know- 
ledge of Production Sequences Essen- 
tial,” says “No management account- 
ing system worthy of the name can... 
be devised and installed except against 
a sound background knowledge of the 
daily organisational sequences which 
are the life blood of the factory’s ac- 
tivity”. The article discusses how this 
background knowledge may be obtained 
by the accountant. 

In The Accounting Review, October, 
Paul Grossman, in an_ historical 
article entitled “The Genesis of Cost 
Control,” challenges the popular view 
that cost control is a comparatively 
new function of accounting and man- 
agement. He examines 18th and 19th 
century accounting literature to dis- 
cover when the idea of controlling costs 
was first clearly expressed, and traces 
the steps subsequently taken in develop- 
ing the function of cost control. 

In Cost and Management, October, 
W. H. Hopkins, in an article entitled 
“Financial Forecasting and Budgetary 
Control,” illustrates, by reference to 
the long- and short-term forecasting 
used by Canadian Marconi, the prin- 
ciples involved in over-all preparation 
for future operations. 


In The Controller, John Neter, on ac- 
counting data for control purposes, dis- 
cusses the question whether a statis- 
tical point of view is needed in the col- 
lection and use of accounting data, with 
particular reference to sampling and 
analysis. In the October issue of The 
Controller, Glenn A. Welsch, on the 
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construction and uses of break-even 
analysis, claims that, though break- 
even analysis is not a perfect tool, and 
though it is not applicable to every 
business situation, it is, in practice, 
widely effective. 

In the same issue, J. E. Zwisler, on 
return on product investment, claims 
that percentages of selling price, mar- 
gin per unit, or margin per processing 
hour, are all inadequate measures of 
product profitability. Return on the 
investment is the only gauge for rat- 
ing profit, whether for the business as 
a whole, for product lines, or for 
specific products. The article describes 
how to compute comparative returns 
from investments in different products. 

In The Controller, September, in an 
article entitled “Controllership and 
Accounting: A Contrast,” James L. 
Peirce, expresses a point of view which 
perhaps will not immediately be ac- 
cepted by accountants. He regards 
controllership and accounting as two 
distinct and separate sciences—tangent 
at some points and appearing to over- 
lap at others. They must be disen- 
tangled, for the benefit of both and of 
all business management. 

He regards controllership as a phase 
of the science of management, and ex- 
presses the controversial opinion that 
“Because industrial accounting is 
necessarily subservient to the science 
called controllership, it can never 
achieve equivalent status with inde- 
pendent public accounting in guiding 
the development of the science of ac- 
counting and acting as its guardian.” 

From the wealth of valuable material 
in the Bulletins of the National As- 
sociation of Cost Accountants for Aug- 
ust, September and October, the fol- 
lowing articles are selected for special 
mention. 

August—Sterling K. Atkinson: “For 
Better Reporting of Production 
Costs.” This deals with terminology, 
particularly in relation to “costs of 
goods sold”. It also examines the 
multiple-step form of accounting re- 
ports, and the single-step form and 
variants thereof. 

August—Frank S. Howell: “Govern- 

ment Auditor Can Use Standard 
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Costs.” This deals with the use of 
standard cost in supervising defence- 
procurement costs and pricing. 

August—William T. Relyea: “Allocat- 
ing Administrative Expense to Divi- 
sions.” This is a description of a 
method of functional classification of 
administrative expense, and the allo- 
cation of each functional group to 
divisions. 

August—aArthur E. Carlson: “Account- 
ant and Engineer—Working Part- 
ners.” This article stresses the need 
for co-operation between accountants 
and engineers, and the inter-relation- 
ship of methods improvement and 
time and quantity standards. 

August—“Product Costs for Pricing 
Purposes,” Research Series No. 25 
—a study of existing literature and 
of practices in 55 companies, cover- 
ing the role of costs in pricing; 
how pricing decisions are made; 
forecasting costs for pricing pur- 
poses; types of costs needed for pric- 
ing decisions; costs for long-range 
pricing policy; and costs for short- 
range pricing decisions. 

August—Summary of Group Discus- 
sions at the 1953 Annual Conference 
of the Association: an inter-change 
of ideas and experiences among ac- 
countants engaged in the following 
groups—mass-production industries, 
durable goods, mass-production in- 
dustries, soft goods, job-order indus- 
tries, processing industries, service 
industries, extraction industries, 
wholesale and retailing. 

September—Mario R. Funari: ““What’s 
Your Labour Cost Barometer Read- 
ing Today?” This describes a sys- 
tem of daily reports of factory- 
labour costs, of performance under 
incentives, and of the ratio of in- 
direct to direct labour. 

September — George D. Wilkinson: 
“The Administrative Audit.” The 
term audit is here used in the sense 
of an independent, detached study. 
The article advocates the application 
of scientific management to the prob- 
lem of controlling and reducing ad- 
ministrative cost. 


September—Clinton W. Bennett: “The 
How of Budgeting.” Two essentials 
in budgeting are that the system 
should be designed to meet condi- 
tions in a specific business, and that 
it must be practical. The five basic 
budgets are discussed, namely, sales 
forecast, operating forecast, inven- 
tory and purchasing forecast, profit 
and loss forecast, and working- 
capital forecast. The article also 
discusses control of these budgets. 

September—I. Wayne Keller: “Simpli- 
fied Cost Control for Small Indus- 
tries’”—the case for the use of stan- 
dards and budgets in the smal] plant. 


September—Harry N. Kamph: “Hid- 
den Profits in Overhead.” “Our 
profits of the immediate future, with 
stabilized or reduced selling prices, 
will be derived mainly through over- 
head reduction, technological im- 
provement, and newly developed 
materials.” The article discusses 
methods of disciplining overhead 
costs. 

September — Adam S&S. _ Bennison: 
“Fringe Benefits—Cost or Profit.” 
Attention is drawn to fringe labour 
benefits by tables showing that in 
U.S.A. such benefits amount on an 
average to 31.5 cents per pay-roll 
hour of $644 per employee per year, 
or 18.7% of pay-rolls. The point is 
made that there is a need to reconcile 
the maintenance of business solvency 
with the encouragement of a stabil- 
ised, loyal, enthusiastic, hardwork- 
ing group of employees. 

October—F. Ray Friedley: “Clerical 
Cost Reduction and Control.” Atten- 
tion is drawn to mounting clerical 
costs, on which attack should be 
made by means of charts of work 
flow, analysis of methods, setting of 
time standards, man-hour budgets, 
and measures of efficiency. Inter- 
esting and useful comments are also 
made on the control, origin, design 
and use of forms. 

October—Robert B. Miner: “What Do 
Expense Surveys Signify? This 
article draws attention to the grow- 
ing literature on distribution-cost 
analysis, examines the nature of sur- 
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veys of distribution expense which 
have been made, and appraises some 
of the practices followed, with par- 
ticular reference to the collection, 
Eraeeene, and presentation of the 
ata. 


October—David S. Moffitt: “Consider 
the Needs of the Reportee.” Unread 
or misinterpreted reports are a waste 
of time and money. Therefore, it 
is vitally necessary to adapt reports 
to the personal characteristics of the 
officials by whom they are intended 
to be used. In striking contrast to 
this article is one in the August is- 
sue by Robert A. Miller, entitled 
“Why not Use Accounting Ter- 
minology?” This is a new slant, 
strongly defending the technical ter- 
minology and technical method of 
the accountant. There is no need 
for the accountant to cringe if man- 
agement does not take seriously the 
information which he provides. Any 
man who does not understand ac- 
counting terms and their significance 
is not qualified to direct the opera- 
tions of a company. 


October—R. J. Julius: “A Bonus Plan 
for the Plant’s Key Men.” This de- 
scribes a system for compensating 
members of plant management, 
based on uniformly applied pro- 
cedures and measurement of operat- 
ing performance. 


October—Joseph G. Sidak: “A Profit 
Sharing Retirement Plan.” This is 
a description of a method of accumu- 
lating a superannuation fund by set- 
ting aside portion of the company 
profits in excess of a set percentage 
of net worth. 


October — Robert P. Keehn: “A 
Material Utilization Incentive Plan. 
This describes a system of setting 
of material-waste standards, waste 
recording, and bonus on savings as 
compared with the standards. 


Reference to other articles in the 
Bulletins is made under the headings 
of Inventories and Technical Articles. 
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Direct Costing. 

In The Journal of Accountancy, 
October, Ted R. Hosick, in an article 
entitled “Effect of Direct Costing on 
Asset Accounting, Income Reporting,” 
examines the recent N.A.C.A. research 
study on direct costing. He believes 
that direct costing is useful, though 
it is not at present an accepted account- 
ing method of inventory valuation. 
Several installations are described, and 
the arguments for direct costing are 
well stated. However, experience with 
direct costing is so far limited: com- 
paratively few concerns have accepted 
it, and it should be considered on the 
broad basis of purpose, use, and under- 
standability. 


Standard Costs. 

Three interesting articles in Account- 
ing Research on the mathematics of 
variance analysis are:— 

July and October issues—Gilbert 
Amerman, on the analysis of 
price and quantity variances 
for direct material, direct labour, 
and burden; and 

October issue—K. C. Banerjee: a 
close examination of Amerman’s 
article. 


Inventories. 

In The Accountant, October 31, R. J. 
Gibbens describes methods of control- 
ling level of stocks carried, by flexible 
planning, recording, visual control, 
classification, continuous examination 
of planned levels in the light of current 
conditions and practices. 

Accounting Research Bulletin 29 of 
the Committee on Accounting Pro- 
cedure, American Institute of Account- 
ants, dealt with the problem of inven- 
tory valuation. In an article in The 
Accounting Review, October, Nathan 
Seitelman contends that this bulletin 
has not accomplished its objectives: 
there is a clear lack of uniformity 
among practitioners, and non adher- 
ence to certain parts of the bulletin. 
He thinks that the solution to the prob- 
lem may be found in surplus reserves, 
earmarked for valuation purposes, to 
reduce the inventory to whatever basis 
the accountant deems necessary: and 
in valuation, in periods of declining 
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price-levels, on the basis of the lower 
of cost or market, market value not to 
exceed net realisable value. This solu- 
tion, he contends, would not affect 
operating results subjectively. 

In the October issue of The Journal 
of Accountancy, John V. van Pelt gives 
reasons why the accounting profession 
should encourage a broader utilisation 
of LIFO. The LIFO method has be- 
come popular in U.S.A. because of its 
effect in deferring taxes, but it is not 
merely a tax dodge: a better argu- 
ment for its use is that it is a poten- 
tially useful management tool which 
has, so far, not been fully exploited. 

In the N.A.C.A. Bulletin, September, 
Robert A. Peters, in an article entitled 
“The Basic Facts of LIFO,” explains 
the fundamental theory and simple ap- 
plication of the LIFO method, which, 
he says, is now widely accepted in 
U.S.A.: 183 out of 600 companies ex- 
amined are using it in whole or-in part. 

In The Internal Auditor, September, 
F. J. Tibbs, on verification of inventory 
quantities, discusses planning and con- 
trol of stocktaking. 

In “Notes on the Audit of Trading 
Stock,” in The Accountants’ Journal 
(N.Z.), September, M. S. Spence ex- 
amines the auditor’s legal and moral 
responsibility for verification of stock. 
He thinks that it would be a mistake 
for the profession in New Zealand to go 
as far as the profession has done in 
U.S.A., but that the auditor should take 
every step to enquire completely into 
all the arrangements made for stock- 
taking, and should not be content to 
depend solely upon the certificate of the 
manager or secretary. 


Accounting Reports. 


The Institute of Chartered Account- 
ants in England and Wales has an- 
nounced that one or more annual 
awards are to be made by the Insti- 
tute in relation to the form and con- 
tents of company reports and accounts 
issued to members. The awards are 
open to companies whose shares are 
quoted on a recognised Stock Exchange. 
Factors to be considered will include 
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the adequacy of the information given 
and its presentation. Particulars of 
the awards and a leading article on the 
subject appear in The Accountant, 
October 31. 
In The Accountant, November 21, 
Recommendations by the Council of 
the Institute of Chartered Accountants 
in England and Wales on reports for 
prospectuses appear, together with a 
leading article thereon. The recom- 
mendations deal with adjustments, 
valuation of stock and work-in-pro- 
gress, treatment of abnormal items, 
period covered, treatment of taxation, 
presentation, context, stock exchange 
requirements and_ special circum- 
stances. 
In The Accounting Review, October, 
Wendell P. Trumbull discusses dis- 
closure as a standard in income report- 
ing. For investors, he contends, the 
whole statement is important, not 
merely the net figure. He prefers the 
all-inclusive concept of iacome state- 
ment: full disclosure of method as well 
as of results is the best means of 
averting misleading inferences. In 
the same issue of The Accounting 
Review, Norton M. Bedford, “Using 
Supplementary Data to Interpret Re- 
ported Income,” is a plea for disclosure 
of the source of the income reported 
by a business enterprise. Supplement- 
ary statements are suggested, cover- 
ing :— 
a statement of procedures followed 
in preparing the reports; 

explanatory schedules giving alter- 
native computations if other pos- 
sible procedures had been followed 
in preparing the reports; 

data for estimating activities under 

different concepts of income; 
data relating to future operations; 
and trends. 

In The Journal of Accountancy, 
November, in an article entitled “The 
Resurgence of the Balance Sheet as 4 
Useful Element in Financial Analysis,” 
William W. Werntz defends the much 
disparaged balance sheet. It seems, he 
thinks, to be regaining some of its old 
status, partly through insistence of 
credit men, and partly through im- 
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CURRENT PROBLEMS — Continued The Controller, August—E. J. Erp: 
: ; “Preparing Consolidated Statements 

provement in form and content in re- for Management.” This discusses 
cent years. It is still an integral part problems encountered in balance 
of the presentation of a company’s sheets, determining profit, handling 
financial affairs. goodwill, asset writedowns, operat- 
, ing statements, and the treatment of 

Consolidated Accounts. minority interests. 
Several interesting articles on con- 

solidated or group accounts have come Internal Auditing. 

under notice. These include:— In The Internal Auditor, September, 

The Accountant, August 8—F. G. Herbert C. M. Cobb, in an article 
Beard: “Goodwill in Consolidated or entitled “Are Our Concepts of In- 
Group Accounts.” This is a short ternal Control Antiquated?” says 
note, by a South African accountant, “Internal auditing is to some degree 
pleading for much fuller disclosure, the balance wheel of internal control 
in particular, how excess cost of and serves to complement the other 
shares in subsidiaries over net book forms of control, while at the same 
value of assets at date of acquisition time evaluating their operating effici- 
is arrived at. ency. 

The Accounting Review, October— “Thus, internal auditing may be 
G. H. Newlove: “New Techniques in called in anywhere along the line to 
Consolidations.” This is concerned appraise and evaluate the controls, and 
with formulae for calculating ratios see that they are working and ade- 
for use in the preparation of income quate, and that decision and action is 
statements and balance sheets of not being made without adequate con- 
parent-company holdings in son and_ trol.” 
grandson companies, including In the same issue of The Internal 
mutual inter-holdings. Auditor, R. C. Tyson, on “What Man- 

The Accounting Review, October— agement looks for in an Internal Audi- 
Sidney I. Simon: “Consolidated tor’s Report,” says that management 
Statements and the Law’—a par- expects full factual disclosure of ex- 
ticularly interesting discussion of the ceptions to the company’s policies and 
question of legal status of consoli- procedures; the view of the head of 
dated statements in U.S.A. Con- the department under audit concerning 
solidated statements are the brain- such exceptions; the remedial action 
child of accountants, not of law. taken or contemplated that is accept- 
The author concludes that the Courts able to both the auditor and the depart- 
are often still loth to lend them ‘mental head; and the respective recom- 
credence when not directed to do so Mendations of both the auditor and the 
by statute, but the principles of con- departmental head when their views 
solidated statements are, at least, cannot be reconciled or when the de- 
now well understood by the law, and termination of policy on a higher level 
the Courts will doubtless apply these 18 necessary. 
principles in situations in which they In The Internal Auditor, September, 
believe the use of a consolidated J. W. McCarvill, on “Controls in a 
statement is justified. Manufacturing Organisation,” outlines 

The Journal of Accountancy, Novem- 4 system of controls for materials and 
ber—‘“Some Problems Regarding |abour. : 

Consolidated and Parent Company Business Finance. 

Statements”—a survey by the Re- An aarticle in The Accountant, 
search Department, American Insti- October 17 and 24, by K. A. E. Moore, 
tute of Accountants, covering replies entitled “The Accountant as Financial 
by more than 20 leading accountants Adviser,” traces the development and 
to an 18-point questionnaire. extension of the scope of activity of 
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public accountants and stresses the 
value of his advice on capital needs and 
means of raising capital, on pension 
plans, on death duties, and in negotia- 
tions with government or with other 
businesses. An article in Accounting 
Research, October, on the finance of 
public companies, by Andrei Luboff, is 
described as an exploratory study of 
the sources and uses of funds of public 
companies in the paper and hosiery in- 
dustries for the period 1947-51. 

The study, which covers 26 paper 
companies and 28 hosiery companies, 
was undertaken for the purpose of in- 
vestigating possible lines of analysis of 
published accounts, and to test the 
availability and usefulness of an 
analysis based on sources and uses of 
funds statements. The author con- 
cludes that these statements are useful 
in revealing important and significant 
trends in company finance, and making 
possible interesting inter-company 
comparisons. They have limitations, 
however; they cannot provide answers 
to the two major current problems, 
which are whether companies are main- 
taining fixed capital intact, and what 
proportion of taxable profits has in re- 
= years represented stock apprecia- 
ion. 


No-Par Value Shares. 


“A Memorandum to the Board of 
Trade Committee on Shares of No-Par 
Value,” by W. T. Baxter and L. C. B. 
Gower, was reproduced in Accounting 
Research, July. The memorandum 
states the case for shares of no-par 
value, and outlines the changes needed 
in the Companies Act to make such 
shares permissible. It is contended 
that the use of the no-par value device 
should be optional. However, par 
values are criticised as being irrational 
and meaningless, and as causing mis- 
understanding and ignorant criticism 
of company profits. 

On the other hand, a paper given to 
the 1953 Annual Conference of the 
Association of Certified and Corporate 
Accountants, by C. W. Holroyd Ser- 
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geant, which appears in The Account- 
ants’ Journal, August, questions 
whether there is sufficient real advan- 
tage in the no-par value share to jus- 
tify interference with the present con- 
tent of the small investor. 


Valuation of Shares. 


A contributed article in Accountancy, 
September, on Valuation or Shares in 
a Private Company, reviews a recent 
case (Dean v. Prince, 1953, 3 W.L.R. 
271), in which the Court held that the 
principle of the valuation of shares in 
a company made by an auditor was 
erroneous, and that the valuation was 
not binding. The company had been 
losing money, and the auditor, acting 
under a provision of the Articles of 
Association, had valued the shares on 
the basis of the break-up value of the 
assets. 

The Court held that the business 
could have been sold as a going con- 
cern, and that the valuation had not 
had regard to the fact that a control- 
ling interest was being valued. An 
interesting aspect of the decision was 
that the Court said that the plaintiff 
would have been powerless if the audi- 
tor had declined to explain the basis 
used by him, but, as he had chosen to 
explain his valuation, it was open to 
the Court to hold, as it did, that the 
valuation was not final and binding. 

Organisation of the Profession. 

An exceptionally interesting series 
of articles by John L. Carey, Executive 
Director of the American Institute of 
Accountants, on organisation and ac- 
tivities of the accounting profession in 
U.S.A., appears in The Accountant, 
August 29, September 5 and 12. The 
article describes the pattern of profes- 
sional organisations in U.S.A., the ac- 
tivities of the American Institute of 
Accountants, and the characteristics of 
accounting practice in U.S.A. It deals 
also with the evolution of professional 
standards (accounting principles, audit 
procedures, and professional ethics), 
with conflicts and problems arising out 
of legislation, financial reporting, audit 
procedures, government audits, ac- 
countant’s liability, the independence 
of auditors, tax practice and its regula- 
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tion, relations between accountants and 
lawyers, shortage of personnel, and 
public relations. 

Lincoln G. Kelly, in an article in The 
Journal of Accountancy, November, 
entitled “The Value to the Professional 
Man of Strict Adherence to His Code 
of Ethics,” lays particular emphasis on 
the importance of an independent ap- 
proach to professional work. 


Practice of Public Accountancy. 


In The New York Certified Public 
Accountant, October, Benjamin M. 
Sigel gives a hypothetical case study 
of the relationship of the fees and costs 
of small practitioners. The study 
brings out particularly well the in- 
cidence of overhead on net earnings: 
in the hypothetical case overhead 
amounts to no less than 52% of gross 
fees. 

The Accountants’ Journal, August, 
contains a paper by R. Sproull on 
“Organisation and Fees in Medium 
Practices,” which was given at the 
1958 Annual Conference of the Insti- 
tute of Certified and Corporate Ac- 
countants. The paper is described as 
a discourse on accountants’ work plan- 
a charging rates, and policy mat- 

rs. 


The ownership of working papers 
has again come under review by the 
Courts. Accountancy, September, com- 
ments on the decision in the case of 
Chantrey Martin v. Martin (3 W.L.R. 
459; 2 A.E.R. 691), in which it was 
held that the accountant’s working 
papers are the property of the account- 
ant and not of the client, but that cor- 
respondence between the accountant 
and the internal revenue regarding 
client’s tax affairs is the property of 
the client. 


Some problems of the chartered ac- 
countant in practice are discussed by 
W. L. Barrows in The Accountant, 
August 8. The article, which is full 
of wise and penetrating comment, deals 
with relations between partners; good- 
will; office accounts; recruitment and 
responsibility; pension schemes, rela- 
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tions with clients, with other profes- 
sions, and with the rest of the profes- 
sion. Particular interest attaches to 
the author’s comments about the grow- 
ing practice of paying for goodwill by 
payments out of future profits, the 
income tax thereon being borne by the 
recipient. 

Evidently the taxation position in 
England is different from that in Aus- 
tralia, and it is difficult to understand 
why some such arrangement, which has 
obvious advantages, has so far been 
unacceptable to the taxation authori- 
ties in this country. 

In The Canadian Chartered Account- 
ant, Edward M. Boulter discusses the 
increasing importance of staff training, 
both on the job and through group dis- 
cussion meetings or lectures. 

Auditing. 

Much interest is being shown in the 
possibility of using statistical methods 
in audit test checking. In The 
Accountant, August 22, K. W. Walker, 
on “Auditing Tests—Can We Check 
the Tests?” discusses the statistical ap- 
proach to sampling; and in The Journal 
of Accountancy, September, Robert W. 
Johnson, after examining the nature 
of _ statistical-sampling techniques, 
claims that they need deeper study be- 
fore they can be usefully applied in 
auditing. 

In The Accountants’ Journal (N.Z.), 
F. H. Harris discusses the auditor and 
his work—the auditor’s outlook, his re- 
sponsibilities, and audit procedures. 
The article contains also much valuable 
advice to students. 

John H. Myers, in The Journal of 
Accountancy, November, gives several 
examples of useful variations in the 
modern short-form audit report. These 
examples comprise qualifications, re- 
servations, and explanations which 
have been used in particular instances 
by prominent firms in U.S.A. 


Trusteeships. 

In The Accountant, October 24, 
Spencer G. Maurice, on costs and re- 
muneration of trustees, reviews legal 
decisions relating to indemnity of trus- 
tees for costs incurred, and the nature 
of the remuneration of trustees. In 
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the November 7 issue, Geoffrey Horn- 
sey has a short note on the remunera- 
tion of trustee directors. 


Goodwill. 

Robert H. Nelson, in Accounting 
Review,” October, in an article entitled 
“The Momentum Theory of Goodwill,” 
discusses the old problem of whether 
purchased goodwill should be amortised 
by charges to income. He thinks it 
should. Investment in goodwill is like 
momentum or a running start. This 
“push” dissipates just as momentum 
does. Several kinds of goodwill are 
examined, such as_ customer lists, 
organisation costs, development costs, 
trade marks, names and brands, secret 
processes and formulae, patents, copy- 
rights, licences, franchises, and 
superior earning power. All or almost 
all of these should be amortised. 


Taxation. 

A lecture by Professor F. Sewell 
Bray on the nature and purpose of 
direct taxation, appears in The 
Accountant, October 3, and Account- 
ancy, October. The lecture is a philoso- 
phical examination of principals rather 
than of machinery and administration. 
It is refreshing because of its insis- 
tence on the causes of high taxation, 
“Defence expenditure in an unsettled 
world is inevitable, but the costs of a 
collective provider and the costs of 
a central administration must never 
be allowed to endanger the free genera- 
tion of incomes or the spirit of bold 
undertakings”. 


Electronics. 

K. Blundell, in The Accountant, Sep- 
tember 19, writing on the effect of 
electronics on accounting, says that the 
electronic computor has reached a stage 
of development ripe for use in the com- 
mercial world. It is likely to initiate 
great changes in accounting techniques, 
increase the scope of accountants’ 
work and usefulness, and bring the of- 
fice and the works closer together. 


Social Accounting. 
One of the clearest ways in which 
to demonstrate the inter-relationships 
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in social accounts is by means of the 
flow chart. E. Fuerst, who has pre- 
sented flow charts of this kind in pre- 
vious issues of Accounting Research, 
has another article on the subject in 
the July issue of that journal. 


Technical Articles. 

Three interesting articles on his- 

torical accounting are :— 

J. C. Denyer, “In-Patient Costing in 
Hospitals,” The Accountant, Sep- 
tember 5. 

W. Borthwick, “Hospital Costing,” 
The Cost Accountant, September. 

Leon E. Hay, “Hospital Accounting 
Theory and Practice,” The Illinois 
Certified Public Accountant, Sep- 
tember. 

Other technical articles which will 

repay study are:— 

Frederick G. Beard, “Standard Cost- 
ing in a South African Metal 
Window Factory,” The Account- 
ant, November 25. 

A. J. Latham, “The Calculation 
and Application of Variances— 
Chemical Industry,” The Cost 
Accountant, September. 

Charles Berlowitz, “Costing for 
Petroleum Refining Industry” 
(dealing with product costs), The 
New York Certified Public Ae- 
countant, October. 

Glen M. Harold, “Advertising Ex- 
pense, Accounting and Control,” 
N.A.C.A. Bulletin, August. 

W. C. Wickenden, “Subjecting Main- 
tenance Costs to Budgetary Con- 
trol, N.A.C.A. Bulletin, September. 

W. C. Perkins, “Programming Main- 
tenance Shop Cost Reduction,” 
N.A.C.A. Bulletin, September. 

E. R. Hoffman, “Looking Forward 
to a Faster Annual Closing,” 
N.A.C.A. Bulletin, October. 

Walter F. Beach, “How to Make 
I-Day Easier” (preparation for, 
and conduct of week-end physical 
inventory), N.A.C.A. Bulletin, 
October. 

Richard N. Rigby, “How Gillette 
Protects its Records” (describing 
the micro-film system to preserve 
records used by the Gillette Co.), 
The Controller, October. 
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CURRENT PROBLEMS — Continued 


N. B. Fippard, “Aspects of Farming, 
Farm Accounting and Taxation,” 
The Accountants’ Journal (N.Z.), 
November. In particular, atten- 
tion is paid to taxation problems 
which are familiar in Australia 
also. 

The addresses of publications re- 

ferred to in this article are:— 


The Accountant, 4 Drapers Gardens, 
Throgmorton Avenue, London, E.C.2, 
England. 


Accounting Research, Bentley House, 
200 Euston Road, London, W.1, Eng- 
land. 


The Journal of Accountancy, 270 
Madison Avenue, New York 16, N.Y., 
U.S.A. 


The Accounting Review, 450 Ahnaip 
Street, Menasha, Wisconsin, U.S.A. 


The New York Certified Public Ac- 
countant, 677 Fifth Avenue, New 
York 22, N.Y., U.S.A. 

The Accountants’ Journal (N.Z.), York 
House, Lambton Quay, Wellington, 
C.1, N.Z. 

The Cost Accountant, 63 Portland 
Place, London, W.1, England. 

Cost and Management, 66 King Street 
East, Hamilton, Ontario, Canada. 
The Controller, 1 East 42nd Street, 

New York 17, NLY., U.S.A. 

The Internal Auditor, 120 Wall Street, 
New York 5, N.Y., U.S.A. 

The Accountants’ Journal, 22 Bedford 
Square, London, W.C.1, England. 
Accountancy, Incorporated Account- 
ants’ Hall, Temple Place, Victoria 
Embankment, London, W.C.2, Eng- 

land. 

The Illinois Certified Public Account- 
ant, 208 South La Salle Street, 
Chicago 4, U.S.A. 

A.A.F. 








Australian Accountant Index 


A complete index of all articles that appeared in The Australian Accountant 
during 1953 will be published next month. 


It will include the items covered in the regular Current Taxation section as well 
as the cases in the Commercial Law notes. 
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Selecting the Type of Material Handling Method 


By G. E. MADDEN 


In presenting to management any 
scheme for consideration it is essential 
that the problem be _ thoroughly 
analysed and put forward in a proper 
manner, by this I do not mean that the 
brochure should be gold plated but 
rather that the data in the brochure 
be concise and to the point. 

A summary of the findings, recom- 
mendation and costs should be given at 
the start of the brochure and amplifica- 
tion of the various aspects should then 
be embarked upon. 


Analysis of Problem. 


Each material handling case is a 
separate problem in itself, and as such 
must be thoroughly analysed. 

This analysis must cover firstly, a 
proper consideration of the existing 
facilities, if they exist, and what im- 


provements could be made and what 
cost would be involved. Management 


generally is interested in the com- 
parison between costs and benefits aris- 
ing from the old method and the new 
proposal: therefore, it is essential that 
the cost data for the old method must 
be thoroughly set out as a comparison 
to that of the new proposal. 

There is usually more than one solu- 
tion to a material handling problem 
but the various schemes can usually be 
broken down to a point where it can 
definitely be seen that one type of 
scheme is preferable. 

Having decided the line of attack to 
be taken, a detailed breakdown of the 
floor space, volume, type of handling, 
cost of equipment, etc., can then be 
undertaken. 

Management is usually interested in 
any scheme that will save them floor 
space as at the present time costs, in- 
cluding services, may run in the region 
of £2/10/- to £4/10/- per sq. ft. de- 
pending on the nature of buildings to 
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be used. Therefore, if it can be shown 
that the scheme presented will stop the 
necessity for factory expansion it will 
have a good chance of success. 

The Engineering Department will be 
charged with the responsibility for re- 
commending the type of equipment to 
be procured, its layout and the general 
scheme of handling to be followed. 

Analysis of the problem must also 
consider future requirements of the 
company, say, 5 years ahead. This 
precaution must be taken, as usually 
the equipment to be purchased would 
last 10 to 15 years. 

Engineers will prepare the detail 
plans and specification of the various 
components or equipment it is proposed 
to use in the scheme, and obtain com- 
petitive quotes and make a proper 
selection for recommendation to Man- 
agement. 

In considering the choice of equip- 
ment, first cost is not always of para- 
mount importance, a happy medium 
must be taken after considering other 
factors, such as expected life, annual 
maintenance, future resale or re-use as 
they will all have a big bearing on any 
recommendation. 

In order that equipment may be pur- 
chased at the best price it is better to 
stick to standard lines if suitable 
rather than set up a special standard. 
Specials usually inflate costs and they 
can only be justified if the type of pro- 
duct demands them, or alternatively, if 
the volume required is sufficient to jus- 
tify making in large quantities, thus 
bringing costs down. 

Spares must be considered, as a 
breakdown in some vital part can ruin 
many a well thought out scheme. 

In allowing for coverage of handling 
equipment which is used also by ven- 
dors to supply the company, it is es- 
sential that a sufficient float be carried. 
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News and Notes 


Australian Society of Accountants 


UNIFORM COMPANY LEGISLATION. 
The following correspondence with the Prime 
Minister regarding uniform company legisla- 
tion is published for the information of 
members. 
The Rt. Hon. R. G. Menzies, P.C., 
Prime Minister of the Commonwealth of 
Australia, 


CANBERRA, A.C.T. 
Sir, 
Uniform Company Legislation. 

In July 1952 the Sydney Press reported 
your statement on the subject of unification 
of company legislation throughout the various 
States of the Commonwealth, and it is under- 
stood that you contemplated the formation 
of an expert committee to examine the exist- 
ing statutes with a view to bringing about 
a greater degree of uniformity. As the State 
Government of Queensland recently introduced 
a Bill to amend the Companies Act of that 
State, the Australian Society of Accountants 
considers it oportune respectfully to submit 
for your information its views in relation to 
company legislation in general. 

The Society, which now has a membershi 
of approximately 17,000, representing 1 
branches of the accountancy profession, is the 
largest body of qualified accountants in Aus- 
tralia. It was incorporated in Canberra in 
October 1952, and was established in accord- 
ance with arrangements for the amalgamation 
of the Commonwealth Institute of Accountants 
(founded in 1886) and the Federal Institute 
of Accountants (founded in 1894). Arrange- 
ments were later made for the Association of 
Accountants of Australia to merge with the 
Society. 

For some years, committees of the Society 
and the former Institutes have been engaged 
in examining existing State legislation and 
the English Companies Act of 1948, with a 
view to reporting in what respects the Aus- 
tralian Companies Acts might be improved. 
These committees have made considerable 
progress, and a report relating to the ac- 
counts and audit provisions is now nearing 
completion. 


Whilst favouring efforts being made to 
bring about a substantial degree of uniformity 
within a reasonably short space of time, the 
Society is of the opinion that more favourable 
results are likely to be achieved if well- 
considered legisation is introduced by one 
State, which might subsequently be copied 
by others. Though it is believed that there 
is a need to clarify some anomalies and am- 
biguities in the present State Acts and that 
it would be advantageous to incorporate some 
useful provisions from the English legislation, 
if it had to be a choice between Australian 
legislation and the English Act, the Victorian 
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Act would be the most suitable as a pattern 
for adoption throughout the Commonwealth. 


The English Companies Act 1948 contains 
some extremely cumbersome provisions and 
its Eighth Schedule—a most important one— 
is incomplete, difficult, if not impossible to 
apply, and somewhat illogically arranged. 
This is mentioned because there is a strong 
desire in many quarters to copy English legis- 
lation in order to have the benefit of English 
Court decisions, and the question whether 
English legislation is operating smoothly is 
at times overlooked. 

The Society does not believe that company 
law is so urgent a matter in some States as 
to justify hastily considered legislation to 
amend or replace the existing Act. It would 
be regarded as a matter for extreme regret 
if, in the interests of obtaining uniform legis- 
lation, some of the existing provisions of 
Acts like the Victorian Companies Act 1938 
were hastily amended. 

It is suggested that if any steps are to be 
taken to form a committee of experts to 
consider draft legislation for uniform com- 
pany law throughout Australia, earnest 
consideration should be given to:— 


1. The desirability of not making too heavy 
a sacrifice for the comparatively minor 
advantages of uniformity; 

2. Uniformity being ‘secured by a good 
example being copied; 

3. Haste being made slowly because of the 
complexity of the problem. 


It is further suggested that one member at 
least of any such committee should be an 
accountant in public practice who has an 
intimate acquaintance with the consideration 
of company law amendments. 

These views are placed before you to indi- 
cate the Society’s interest in this important 
matter. and in belief that service to Federal 
and State Governments and the commercial 
community is one of the primary duties of a 
responsible professional organisation. 

Yours faithfully, 
(Sgd.) C. R. Hicking, 


President, Australian Society of Accountants. 
Mr. C. R. Hicking, 

President, Australian Society of Accountants, 
74-84 King Street, 

NEWTOWN, N.S.W. 

Dear Mr. Hicking, 

I am directed by the Prime Minister to 
acknowledge receipt of your letter and to say 
that the views of your Society on the question 
of uniform Australian company legislation 
will be borne in mind should any steps be 
taken to call together a committee of experts 
to consider the matter. 

Yours faithfully, 
(Sgd.) A. S. Brown. 
Secretary, Prime Minister’s Department. 


79 





NEWS AND NOTES — Continued 


VICTORIAN DIVISION. 
Secretarial Practice Discussion Group. 


This Group has now been meeting regularly 
each fortnight for the past seven years. The 
Group meets on alternate Wednesdays from 
5.40 p.m. until approximately 7 p.m. At each 
meeting a speaker presents a short paper 
which is followed by general discussion. 


The Group would welcome new members 
and any person interested should contact the 
State Registrar to request that his name be 
added to the mailing list. 


Personal. 

Messrs. Fitzgerald & Tompson notify that, 
as from March 1, 1954, their address will be 
Steadfast Building (third floor), 238 Elizabeth 
Street, Melbourne, C.1. Telephone No. FB3181. 

Messrs. Spencer, Martin and Goode announce 
that Messrs. E. F. Toner, A.A.S.A., and R. 
L. Muir Morris, A.A.S.A., have been admitted 
into partnership as from January 1, 1954. In 
future the firm’s name will be Martin, Goode, 
Morris and Toner. 

Mr. Frank J. Foy, F.A.S.A., A.C.LS., has 
been anvointed General Secretary of the Real 
Estate and Stock Institute of Victoria. Mr. 
Foy has resigned the position of Victorian 
Manager of the Irish Linen Spinning and 
Weaving Co. Pty. Ltd. and Lincot Pty. Ltd. 
and also that as Secretary of Hillside Estate, 
Buangor, a large sheep station in Victoria’s 
Western District. Before moving to Melbourne 
in 1949, Mr. Foy was a member of the Mos- 
man Municipal Council for 44 years and Dep- 
uty Mayor of Mosman 1948-49. 


NEW SOUTH WALES DIVISION 
Industrial Arbitration Legislation. 


With the introduction of legislation by the 
New South Wales Government relating to 
compulsory unionism, the Divisional Council 
found it necessary to consider the implications 
of such legislation in regard to the Society 
and its members. 

Owing to the political nature of the legis- 
lation and also that the Society is comprised 
of members who are both employees and 
employers, the members of the Council came to 
the conclusion that the matter was one upon 
which no overall statement could be made. 

However, certain members of the Society 
and the Chartered Institute of Secretaries, 
having decided that there was not a union 
which would offer sufficient protection of their 
interests under the new industrial legislation, 
took on their own initiative the steps neces- 
sary to form a trade union called the Accoun- 
tants and Secretaries Professional Officers 
Association of New South Wales. After re- 
gistration as a trade union had been obtained, 
it made application for registration as an 
Industrial Union of Employees under the New 
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South Wales Arbitration Act. At the time of 
going to press the Full Bench of the Indus- 
trial Commission had agreed to hear the 
Union’s application as quickly as possible. 


Personal. 

Mr. A. J. Scoular, A.A.S.A., notifies that he 
is now in practice at Challis House, 10 Martin 
Place, Sydney, Mr. Scoular was formerly at 
26 Hunter Street, Sydney. 

Messrs. Perry, Johnson, Beardsmore & 
Wilton notify that Mr. N. H. Taylor and Mr. 
D. J. Russell, who have been senior members 
of their staff for a number of years, were 
admitted as partners of the firm on January 
1, 1954. The firm’s name remains un- 
changed and the practice will continue to be 
carried on at the same addresses as previously, 

Notification has been received from Messrs. 
Lister, Chester and Barnett that Mr. H. G. 
Tomlinson, A.A.S.A., has been admitted into 
partnership in that firm as from January 1, 
1954. The name of the firm will remain un- 
changed. 


WESTERN AUSTRALIAN DIVISION 
Personal. 

Mr. W. D. Johnstone, A.A.S.A., has been 
appointed wong f of the Australasian 
Petroleum Refinery Limited which will operate 
the refinery at Kwinana. It was incorrectly 
reported in the December issue that Mr. 
Johnstone had been appointed Accountant- 
Secretary of the Commonwealth Oil Refineries 
at Kwinana. 


TASMANIAN DIVISION. 


Mr. R. J. Simmons, A.A.S.A., A.C.LS., has 
been appointed Secretary of Genders (Hold- 
ings) Limited, of Launceston, Tasmania. 


AUSTRALIAN ACCOUNTANTS STUDENTS 
SOCIETY. 
(VICTORIAN DIVISION) 
Syllabus January-June, 1954. 

A most interesting and instructive series of 
lectures has been arranged for the period 
January-June, 1954, and a copy of the Sylla- 
bus setting out the details of these addresses 
has been forwarded to each member of the 
Students’ Society. 

The Council of the Society wishes to point 
out that one of the benefits of membership 
covers attendances at these lectures and looks 
forward to a large number of members being 


present. 
March Meeting. 

On Monday, March 15, at 6.30 p.m., Mr. B. 
W. Ruffels, A.A.S.A., F.C.A.A., Past Presi- 
dent of the Australasian Institute of Cost 
Accountants, will speak on the subject of 
“Cost Accounting” in the General Meeting 
Room, Chamber of Manufactures, 312 Flinders 
Street, Melbourne. 
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NEWS AND NOTES — Continued 


THE AUSTRALASIAN INSTITUTE OF 
COST ACCOUNTANTS. 


(VICTORIAN DIVISION) 


Annual General Meeting. 


Members are reminded of the arrangements 
for the Annual General Meeting and Smoke 
Night to be held at the Victoria Palace, Mel- 
bourne, on Monday, March 22, 1954. 

Those members who have previously at- 
tended one of the Institute’s annual social 
functions will be looking forward with the 
keenest anticipation to a pleasant night. 
Those who have not previously attended arc 
urged to do so on this occasion: they will be 
assured of an excellent opportunity to meet 
fellow members on a social basis and to take 

in the main function of the year. The 
Council spares no trouble to make this func- 
tion an outstanding one each year. Artists 
of the highest calibre are engaged and the 
necessary routine of Institute business is kept 
at a minimum. 

On this occasion your Council intends to 
link the meeting with the Royal Visit in order 
properly to celebrate the visit of Her Majesty 
to Victoria during that month. 


Export Costing. 

The Victorian Divisional Council has re- 
ceived a request from the Department of 
Trade and Commerce to co-operate with the 
Institute in the preparation of a brochure on 
“Export Costing.” Department expressed 
its grave concern that manufacturers have 
little or no knowledge of the technicalities of 
differential costing for export purposes; in 
fact knowledge of costs at all is one of the 
problems of the Department relating to 
Australian manufacturers. 

With the Institute’s valuable overseas con- 
tacts, ‘reference can be made to overseas 
practice and a small committee will possibly 
be set up consisting of Departmental officers 
and members of the Institute. 

If any member believes he has special know- 
ledge relating to export costs, it would be 
greatly appreciated if he would get into 
touch with the Registrar and offer to assist 
on this commendable project. 


Annual Report. 
Members will shortly be receiving a copy 
of the Annual General Report and Accounts 
for the year ended December 31, 1953. The 


report reveals a good year of steady progress 
—- having increased from 775 to 
788. 
The retiring councillors at the next an- 
nual meeting are— 
Messrs. E. R. Bomphrey 

M. G. Roberts 

B. W. Ruffels, 
who, being eligible, offer themselves for re- 
election. 


Members Co-opted to Council. 
Members of the Victorian Divisional 
Council, particularly the office bearers, are 
greatly in need of assistance with the activi- 
ties and planned functions of the Institute. 
In order to provide a welcome measure of 
relief, the Council has seen fit to co-opt three 
members to the Council to attend meetings 
and to provide advice and assistance con- 
cerning its affairs. These members are:— 
Messrs. W. A. Faul 
R. L. Rowe 
H. F. Fox, 
who have been so appointed until June 30, 
1954. These members sat in at the December 
Counci] meeting, and will immediately take 
up their duties of assisting the Victorian 
Division. 


OBITUARY NOTICE. 


FREDERICK JOSEPH SEAMONS B.Ec. 


(Syd.) A.A.S.A. A.C.A.A.,, A.C.LS. 

The late Mr. Seamons had been associated 
with Robert Harper and Company Limited for 
some thirty-five years in a senior accounting 
capacity in both Sydney and Melbourne. At 
the time of his death he was associated with 
Messrs. Young and Outhwaite, Chartered 
Accountants, Melbourne. For the past five 
years he had given most valuable service to 
the Australasian Institute of Cost Account- 
ants as Instructor and Critic of its Public 
Speaking Group and also to that Institute’s 
Research Groups as the Chairman of the Re- 
search Group Controlling Committee. 

His quiet, gentlemanly manner at all times 
will long be remembered by his many friends 
and business associates and his willing help 
will be greatly missed by many organisations 
in the business fields of Accountancy, Eco- 
nomics, Management and Public Speaking, in 
all of which he took an active part for many 
years in Sydney, and, during the last five 
years, in Melbourne. 





Better Nile “hie Fas 


A New York City man demanded that the Federal Gov- 


ernment pay 


him compensation of 


1200 dollars, claimin 


he strained himself in 1913 while working on the Panama Canal. 
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Model Answers 


By D. DOBBIE, AM.T.C., A.AS.A. and 
C. W. WEIR, AM.T.C., A.AS.A. 


SUBJECT L—FEDERAL INCOME TAX 
LAW AND PRACTICE — OCTOBER, 1953. 
(SYLLABUS C) 


The answers to examination questions 
which appear in this section are not official. 
They have been prepared by members of the 
Australian Society of Accountants, but have 
not been reviewed by the Board of Examiners. 
Question 1. 

Jones has an income of £1,000 per annum 
derived from investments in the United States 
of America. This income is exempt because 
of the operation of section 23 (q) of the As- 
sessment Act. He also carries on a business 
in Australia, the results of which are: 

1950 Loss £3,000 
1951 Profit £600 
1952 Profit £2,400 
1953 aie Profit £3,000 
Show the calculation of Jones’ taxable income 
for each of the above years. 
Answer: 
Year 1950— 


Loss £3,000 


Less Exempt Income 1,000 


Loss Carried Forward £2,000 
Taxable Income 
Year 1951— 
Assessable Income 
Less Loss Carried For- 
ward 
Less Exempt Income 
1,000 
Loss Carried Forward £400 
Taxable Income Nil 
Year 1952— 
Assessable Income £2,400 
Less Loss Carried For- 
ward . ‘ 
Less Exempt Income 
Nil 


Taxable Income £2,400 

Year 1953— 

Taxable Income £3,000 

In explanation of the above, Section 80 of 
the Act prescribes that losses of previous 
years may be claimed as allowable deductions 
until recouped or until 7 years have elapsed 
from the year in which the loss was incurred. 

To arrive at the amount of the loss when 
incurred, it is necessary to deduct from the 
excess of allowable deductions over assess- 
able income, the amount of any net exempt 
income derived in that year. (Section 80 
(1).) Note effect on year 1950. 

Section 80 (2) (b) requires that when as- 
certaining the amount to be deducted in sub- 
sequent years, that is, losses incurred in prior 
years, the deduction must be made succes- 
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sively, firstly from exempt income derived and 
then from assessable income, as outlined for 
years 1951 and 1952. In 1952, it will be noted 
that only £400 exempt income has been 
a in, sufficient only to recoup balance 
of loss. 


Question 2. 

What is the liability for taxation of the 
trustee of an estate in the following circum- 
stances: 

(i) Where the beneficiary is presently en- 
titled to the income of the estate? 

(ii) Where the beneficiary is presently en- 

titled but is under a legal disability? 

(iii) Where the beneficiary is not presently 

entitled to the income of the estate? 

(iv) Where the trustee has a discretionary 

power to pay the income to the bene- 
ficiary ? 


Answer: 

(1) Section 96 states that except as pro- 
vided in the Act, a trustee shall not be liable 
as trustee to pay income tax upon the income 
of the trust estate. 

Section 97 (1) states that where any bene- 
ficiary is presently entitled to a share of the 
income of a trust estate and is not under a 
legal disability, his assessable income shall 
include that share of the net income of the 
trust estate. 

Thus the trustee is not liable for tax in re- 
spect of the share of a beneficiary who is pre- 
sently entitled to the income. He is merely 
required to furnish a return of the trust in- 
come as a whole and will not be assessed 
thereon. The individual beneficiaries, if pre- 
sently entitled, will be assessed on their re- 
spective shares in that income, together with 
other income derived in their own person 
capacities. 

(2) Section 98 requires that where any 
beneficiary is presently entitled to a share of 
the income of a trust estate but is under a 
legal disability, the trustee shall be assessed 
and liable to pay tax in respect of the share 
of the net income of the trust estate as if it 
were the income of an individual. 

Thus in this instance, one of the exceptions 
quoted in Section 96 occurs and the trustee 
is assessed on behalf of the beneficiary who 
is under a legal disability. 

(3) In cases where the beneficiary is not 
presently entitled to the income of the trust 
estate, Section 99 applies, which requires that 
the trustee shall be assessed and liable to tax 
on the net income of the trust estate or such 
part of such net income to which no bene- 
ficiary is presently entitled. 

(4) Where the trustee has a discretionary 
power to pay the income to the beneficiary, 
then Section 101 applies. In such cases, any 
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MODEL ANSWERS — Continued 


beneficiary in whose favour the trustee exer- 
cises his discretion shall be deemed to be pre- 
sently entitled to the amount paid to him or 
applied for his benefit by the trustee in the 
exercise of that discretion. 

The effect of this section is that should the 
beneficiary not be under a legal disability, 
then Section 97 (1) applies and assessment 
will be on the beneficiary. If, however, bene- 
ficiary is under a legal disability, then Sec- 
tion 98 applies and assessment is on the trus- 
tee. 


Question 3. 

Owner, a resident of Chile, visits Australia 
and while here sells goods to Onus, a resident 
of Australia. The contract of sale provides 
that the goods shall be shipped direct from 
_ to a branch of Onus’ business in Hong 

ong. 

Will Owner be assessable to Commonwealth 
Income Tax on the profit arising from the 
transaction? Discuss. 

Answer. 

The answer to this question is governed by 
the provisions of Section 41, by applying what 
is known as the “Test of Instrumentality.” 
Section 41 cribes that where a person 
sells is by means of anything done by 
himself when in Australia or by means of an 
agent or representative in Australia, and 
those goods are in Australia or are to be 
brought into Australia for the purpose or in 
pursuance or in consequence of such sale, he 
~ be deemed to have sold them in Aus- 
tralia. 

The importance of the test is, therefore, to 
ascertain the source of the income derived 
by the non-resident. In this instance Owner, 
as such non-resident, will only be assessable 
under the Act, in terms of Section 25, which 
states “The assessable income where the tax- 

yer is a non-resident shall include, the gross 
income derived directly or indirectly from all 
sources in Australia.” 

Applying the above Diem se to the terms 
of the question therefore it will be readily 
apparent that although Owner, whilst in Aus- 
tralia, does sell the goods, it is provided in 
the contract that the goods are to be shipped 
direct from Chile to Hong Kong and there- 
fore “the goods are NOT in Australia nor 
are they to be brought into Australia in con- 
sequence of the sale.” As it is necessary for 
all the requirements of Section 41 to be ful- 
filled before a sale will be deemed to have 
been made in Australia, the test naturally 
fails and consequently Owner will not be as- 
sessable to Commonwealth Income Tax on 
any profit arising from the transaction as it 
is not derived from a source in Australia. 


Question 4. 

(a) What dividends must be included in the 
assessable income of a shareholder who 
is a “Resident of Australia”? 

(b) What dividends must be included in the 
assessable income of a shareholder who 
is not a “Resident of Australia’? 
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Answer. 

(a) The assessable income of a shareholder 

in a company who is a resident of Aus- 
tralia shall include dividends paid to him 
by the company out of profits derived by 
it from any source. 
The assessable income of a shareholder 
in a company who is not a resident of 
Australia (i.e., a non-resident) shall in- 
clude dividends paid to him by the com- 
pany to the extent to which they are 
paid out of profits derived by the com- 
pany from sources in Australia. 


Question 5. 


To what extent are profits derived from the 
sale of assets which have been the subject of 
depreciation allowances assessable to income 
tax? Illustrate your answer with examples. 
Answer, 

Profits derived from the sale of assets by 
the taxpayer which have been the subject of 
depreciation allowances are assessable to in- 
come tax to the extent of the depreciation 

reviously allowed (Section 59). 

xamples. 

(1) Plant purchased CN ia ceienlinns 
Depreciation claimed, 5 years @ 
10% pa. .... eats 


£2,000 
1,000 
1,000 


Depreciated value 
Sold for 1,300 


Profit ~~ £300 

Applying Section 59, the whole of the pro- 

fit of £300 will be assessable, as the deprecia- 

tion previously allowed was £1,000. In other 

words, any profit on the sale up to but not 

exceeding £1,000 would require to be brought 
in as assessable income. 

(2) Plant purchased for ... £1,000 

Depreciation claimed, 2 years @ 
, 200 
800 


10% p.a. 
Sold for 1,400 


Profit ; £600 

In this instance £200 representing the de- 
preciation previously allowed will assess- 
able, whilst the remaining profit £400 will 
represent a capital accretion in the hands of 
the taxpayer and therefore not subject to tax. 


Depreciated value 


Question 6. 


To what allowances, if any, is a resident 
individual taxpayer entitled in respect of the 
following: 

(a) An invalid brother aged 30 years; 

(b) Life assurance and superannuation 


payments: 
(c) Calls paid to an Australian gold min- 
ing company; 

(d) Dental expenses of family? 

Answer. 

(a) £78 provided the invalid brother is in 
receipt of an invalid pension under the Social 
Services Consolidation Act 1947-1950, or tax- 
payer produces a medical certificate certify- 
ing that the claimant is permanently incapaci- 
tated for work under that Act. 
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ANSWERS — Continued 


MODEL 
tej ime deduction of £78 will be re- 


1y 
(a) Amount of any invalid pension re- 
ceived. 

(b) £2 for every £1 by which peperte net 
income of de a. exceeds £52. 

(c) Proportionate such dependant 
maintained ie led only of the year 
of income. 

(b) The maximum deduction allowable to 
the taxpayer in respect of life assurance and 
superannuation payments is limited, in the 
aggregate, to £200 in respect of any one year 
of income. 

Provided the amount is paid out by the 
taxpayer, it can include payments in respect 
of taxpayer or his spouse or child, and it is 
not necessary for such spouse or children to 
be also residents nor is there any age limit 
in respect of the children of the taxpayer. 

(c) A resident individual taxpayer is en- 
titled to claim as an allowable deduction, one 
third of the amount of calls paid by the tax- 
pover in the year of income on shares owned 

y him in mining or prospecting company or 
syndicate carrying on as its principal busi- 
ness mining or prospecting operations in Aus- 
tralia for gold, silver, base metals, rare 
minerals or oil or in a company carrying on 
as its principal business afforestation in Aus- 
tralia. 

(d) The dental expenses of taxpayer and 
his family for part of the allowance granted 
for medical expenses paid during the year of 
income. 

The allowance for dental expenses is 
limited by the operation of the Act to pay- 
ments to a legally qualified dentist for dental 
services or treatment or the supply of arti- 
ficial teeth but not including so much of the 
amount of such payments in the year of in- 
come 4 —— of any one person as ex- 
ceeds £2 

The Te iieteaete covered by dental expenses 
are: 
1. Spouse of the taxpayer. 

2. Child of taxpayer less than 21 years of 


In respect 
of whom 
taxpaver 
may claim 
deduction 
under 82B 
5. Parents of taxpayer. or 82C. 

The amount in respect of any one of the 
above is therefore limited to £20. 


Question 7. 

Describe the conditions precedent to an 
allowance of a deduction from assessable in- 
come of amounts spent on repairing articles 
of plant used in the business of a taxpayer. 
Are there any circumstances in which the cost 
of repairs is not deductible? 


Answer. 

Section 53 prescribes that “Expenditure in- 
curred by the taxpayer in the year of income 
for repairs, not being expenditure of a capital 


age. 
3. Daughter-Housekeeper. 


Invalid relative of taxpayer. 
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nature, to any premises, or part of premises, 
plant, machinery, implements, utensils, roll- 
ing stock or articles held, occupied or used by 
him for the purpose of producing assessable 
income or in carying on a business for that 
purpose, shall be an allowable deduction.” 

Thus to qualify for the deduction it is 
necessary that— 
¢1) the plant is held for the purpose of pro- 

ducing assessable income er used in 

carrying on the business of the taxpayer. 

(2) Expenditure must be incurred in the year 
of income. 

It is interesting to note that it is not neces- 
sary for the taxpayer to actually own the 
plant which is subject to the repairs provided 
it is used to produce his assessable income. 

The circumstances in which the cost of re- 
pairs is not deductible are: 

1. Initial Repairs. 

2. Capital Improvements. 

In this connection where repairs are made 
to plant, etc., which has been recently ac- 
quired, the expenditure on such repairs will 
be classed as initial repairs and the deduction 
for repairs disallowed. The view taken is that 
if the repairs had been carried out prior to 
the sale by the previous owner, then the pur- 
chase price to the buyer would have reflected 
the cost of such repairs; where the repairs 
are necessary prior to purchase therefore and 
the ‘property is sold in that condition, the 
purchase price will be depressed by the 
amount necessary to effect the repairs. If, 
after acquisition, such repairs are made, they 
will be classed as initial repairs and expendi- 
ture of a capital nature, not allowable as a 
deduction. 


Capital Improvements. 

A repair is classed as the restoration of 
an asset to its original condition. It may be 
a repair to the whole asset provided it does 
not improve the asset beyond its original 
condition in the hands of the taxpayer, other- 
wise it will be a capital improvement. The 
expenditure in such a case is classed as of a 
capital nature and therefore not deductible. 
A repair may also be the replacement of a 
part of the asset, the important factor to 
consider being the restoration to its original 
condition. 

For example, a businessman replaces 4 
wooden verandah which is old and decayed 
with the more modern steel cantilever type 
of verandah. The expenditure incurred in such 
repair will not be allowed as being of a capi- 
tal nature. To restore to its original condi- 
tion would have been to reinstal a wooden 
verandah. The more modern cantilever type 
will be classed as a capital improvement and 
therefore capital expenditure. 


Question 8. 
Describe the way in which income tax is 
levied on the following: 
(a) a epee paid by companies to persons 
who are non-residents of Australia. 
(b) Freigh hts earned in Australia by a ship 
which is owned by a person whose prin- 
oe place of business is out of Aus- 
tralia. 
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MODEL ANSWERS — Continued 


(c) Insurance premiums on property situa- 
ted in Australia paid by a resident of 
Australia to an English insurance com- 


pany. 


Answer. 

(a) Where interest is paid by companies to 
persons who are non-residents of Aus- 
tralia then income tax is levied on the 
following basis: 


(i) If the person to whom the interest 
is paid or credited is a company, then 
the company paying the interest will 
be liable for income tax upon the 
amount of the interest. 


If the person to whom the interest 
is paid or credited is not a company, 
then the company paying the inter- 
est will be liable for income tax upon 
so much of the interest payment as 
exceeds £104. 


For the purpose of making the payment 
in respect of such tax, the company may 
deduct and retain for its own use so much 
of the amount payable as is necessary to 
pay the tax. 


Five per cent. of the freights earned in 
Australia by the person whose principal 
fore of business is outside Australia will 
e deemed to be the taxable income de- 
rived by him in Australia. 


The master of the ship, or the agent or 
other representative in Australia of the 
owner will be required to make a return 
of such amount and may be assessed up- 
on the taxable income derived and be 
liable to pay the tax assessed thereon. 


Income tax will be levied on insurance 
premiums situated in Australia paid by a 
resident of Australia to an English in- 
surance company to the extent that the 
insurer will be deemed to have derived a 
taxable income equal to ten per cent. of 
the total amount of such premiums. 
The insured person or any person in Aus- 
tralia acting on behalf of the insurer will 
be the agent of the insurer and will be 
jointly and severally liable for the tax 
under the Act. Under the provisions of 
the Double Taxation agreement the 
United Kingdom will allow full credit for 
the tax levied by the Commonwealth of 
Australia. 


Question 9. 

Section 51 of the Assessment Act allows as 
deductions losses and outgoings incurred in 
the production of assessable income “except 
insofar as they are losses of capital or of a 
capital, private or domestic nature.” 


Discuss these exceptions. Illustrate your 
answer with examples. 
Answer. 


The exceptions outlined in Section 51 are 
4 natural corollary of the failure of the Act 
to include in assessable income receipts which 
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are of a capital nature. Any loss or outgoing 
incurred for the purpose of protecting the 
capital structure of a business or to enlarge 
and improve the capital formation of the 
business may not be taken into account as 
allowable deductions when ascertaining tax- 
able income. 

Thus the wastage or depreciation of a 
capital asset is not an allowable deduction 
under Section 51, although depreciation is 
statutorily granted under Section 54. Other 
examples of capital expenditure or expenses 
of a capital nature are: 

1. The acquisition of an asset (other than 

trading stock). 

2. Improvements or conversions to pre- 

mises. 

3. Cost of removal to new premises or site. 

4. Enlarging or acquiring goodwill of a 

business. 

5. Cancellation of an unprofitable contract. 


6. Expenditure to protect the existence of 

the business. 

It should be noted that expenditure incurred 
to remove a disadvantage is just as much 
capital expenditure as expenditure incurred in 
the acquisition of an asset or an advantage 
of an enduring nature. The very removal of 
the disadvantage constitutes an advantage to 
the business. 


Private or Domestic Expenditure. 


Section 51 specifically excludes such ex- 
penditure in ascertaining the taxable income 
of the taxpayer. 


The obligation of providing the necessaries 
of life for himself and family is one that 
rests upon the taxpayer in his personal capa- 
city as an individual and is not related to the 
acquisition of income from the carrying on of 
business. It is admitted that the average (and 
prudent) man earns income in order to pro- 
vide such necessaries of life, but it is equally 
true that the expense of the necessaries is 
the result of the income earned and not in- 
curred for its production. 


Therefore any expenditure incurred in that 
connection is not directed to the production 
of assessable income or to assist in the carry- 
ing on of the business. It could be said that 
capital expenditure provides the tree, the ex- 
penses incurred to produce income therefrom 
the fruit, and the private or domestic expen- 
diture the enjoyment obtained from the fruit. 
Only income is taxable therefore only the ex- 
pense of earning the income will be an allow- 
able deduction under Section 51. 

Examples of private or domestic expendi- 
ture are: 

1. Travelling expenses from  taxpayer’s 

home to place of business. 

2. Payment of rent of house occupied by 

taxpayer. 
Wages of gardener employed at home of 
taxpayer. 
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THE CLEARING HOUSE 


Duplicate Receipts 
ROM Mr. Walker’s letter (Novem- 
ber, 1953, issue) it would seem that 
the system adopted by his client was one 
where the duplicate receipts were num- 
bered in the same printing as the 
originals. 

If this is the case and the numbered 
duplicate constitutes the only means 
whereby an auditor can ensure that all 
receipts issued have been accounted for, 
then the elimination of the duplicate 
receipt would be unwise from an 
auditor’s point of view, for the reasons 
quoted in Mr. Walker’s letter. 

However, the duplicate receipt could 
be deleted altogether if provision was 
made for the staff to write the printed 
number of the original receipt on the 
body of the receipt in either a special 
column so provided, or some specific 
column indicated by the auditor, so that 
checking of continuity of numbers may 
be readily carried out. 


This has the advantage to the auditor 
of eliminating a part of his work, as 
beyond the necessity of checking the 
continuity of numbers, there is no need 
to check from the duplicates to the 
Cash Sheets or the Bank Pay-in Slips, 
as both of these show the consecutive 
numbers, and both should show the 
same amount banked. 


This system ensures that all receipts 
issued are banked, and errors of over 
and under banking are discovered 
either by the staff or the bank within 
a very short time. Also, the inclusion 
of the drawer’s bank and location ap- 
pear on the Cash Sheets and the Pay- 
in Slip, so that the splitting of cheques 
for covering defalcations in cash would 
be rendered difficult. 


Another advantage which these sys- 
tems offer is that a specially tabulated 
cash sheet may form part of the cash 
sheet, providing a rapid means of segre- 
gating debtors for sectional balancing. 
Here again the auditor’s task is made 
easier when test checking postings to 
the Debtors’ Ledger. 
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With regard to the use of duplicate 
receipts as an audit medium generally: 
—This part of the audit work seem- 
ingly invokes a feeling of inadequacy 
and a “what’s the use” feeling in most 
auditors. 

One has only to consider those audits 
(if they can honestly be called such), 
where the client does not use a dupli- 
cate receipt book. Many professional 
people fall into this category; amongst 
partnerships it causes distrust, and it 
makes the task of verifying cash re- 
ceived with other records well-nigh im- 
possible. 

If auditors did not concern them- 
selves with the issue and control of re- 
ceipt books, the scrutiny of duplicate | 
receipts or cash sheets, the production 
of cancelled receipts, and if they did 
not insist on the practice of issuing a 
receipt for all monies received (cash 
sales excepted, where a cash register 
should supply) the following could hap 
pen :— 

1. Staff dealing with work arising from 
receipts would become lax, and no 
real effort would be made to locate or 
amend errors. Receipts could be 
omitted deliberately or innocently 
without detection. 

. Bankings may not correspond with 
monies received. 

. Receipt books could fall into the 
hands of wrong people. 

4. Banking would not be done daily. 

. Debtors’ Control would never agree 
with actual debtors due to errors oF 
fraud. 

6. Work of the office would fall behind. 
Only where numbered duplicate re- 

ceipts are made out, or where a system 

provides the means for showing 
numbers can the auditor with any cer- 

tainty state in his report that he 1 

satisfied that the books and records of 

the concern satisfy him that the Ac 
counts and Balance Sheet are correct. 


J. F. DYALL, A.A:S.A, 
Victoria. 
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End Pages 


by 
Angus chesuvietbin 


CASTLES IN THE FIRE. 


Dear Reader, I want to bring you 
back to a moment of your childhood. 
It is a winter evening. Now stir the 
fire and close the shutters fast, let fall 
the curtains, wheel the sofa round, 
and, while the bubbling and loud hiss- 
ing urn throws up a steamy column, 
and the cups that cheer but not inebri- 
ate wait on such, so let us welcome 
peaceful evening in. The lamp is not 
yet lit as you gaze into the glowing 
hearth. What castles do you see! What 
ancient towers crown the brow of 
yonder hills! Golden rivers disappear- 
ing into unfathomable caves! Only a 
child can see; only a poet can describe 
them. This is William Cowper’s de- 
scription of his glowing hearth: 

Me oft has fancy, ludicrous and wild, 

Sooth’d with a waking dream of 

houses, tow’rs, 

Trees, churches and strange visages 

express’d 

In the red cinders, while with poring 

eye 

I gaz’d, myself creating what I saw. 


IT HAPPENED IN ABERDEEN 


Sir Donald and Lady Bradman 
recently made a sentimental journey to 
Aberdeen, the scene of his last match 
as Captain of the 1948 Australian test 
team. On his arrival at the granite 
city, he bought an afternoon newspaper 
on the first page of which the following 
appeared “Two taxis collide — 47 
injured”, 
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Mr. and Mrs. H. P. Ogilvie also made 
a sentimental journey to Aberdeen, 
which is in the Ogilvie country, the 
head of the Clan Ogilvy being the Earl 
of Airlie, whom they met during their 
visit. My kindest and best of friends, 
Flo Ogilvie, has compiled some ex- 
tremely interesting notes of their 
journeys in the goodly states and king- 
doms of Europe. Here is one of them. 

In Aberdeen, there is an immense 
statue of William Wallace, Scotland’s 
national hero. It is surrounded by the 
buildings of the Free Library (Educa- 
tion), South Church (Salvation) and 
the theatre (Damnation). Then comes 
the Railway Station. An American, 
being shown round by a Scot, claimed 
so many bigger things that the Scot 
wearied. 

As the Scot spoke of the Free Li- 
brary, the visitor said: “I don’t think 
much of your library, but who’s the 
guy over there?” (pointing to Wal- 
lace’s statue, which stands on a huge 
pile of stones). The Scot went on to 
explain the Church, only to be met with 
the same observation and question, 
which the Scot at last answered: “Oh, 
that’s Wallace, he died of gall stones— 
he’s standing on them”’. 

A story in the same vein comes from 
Edinburgh. The American was bored 
with the sights: everything in America 
was so much better and bigger than 
Edinburgh could show. Suddenly, the 
wonderful sight of the Forth Bridge 
came into view. At last, the American 
was really impressed. ‘“What’s that’’?, 
he exclaimed. The Scot replied: “I 
don’t know. It wasna’ there this 
morning”. 





END PAGES — Continued 


The meanest man I ever met was an 
Aberdonian doctor. He had borrowed 
money through a firm of solicitors for 
whom I worked 30 years ago. I sent 
the first notice of quarterly interest 
direct to him. This was a mistake, as 
the notice should have been sent to an 
estate agent who collected the rents of 
the mortagaged property and who had 
been instructed to defray the interest. 
The doctor called on me and berated 
me for my carelessness. I was all apo- 
logies. He would not be appeased. 
He said he had walked all the way from 
King’s Cross to see me. 

I asked why he had not taken a tram. 
He replied: “That would have cost 2d.”. 
I countered: “Then, why didn’t you 
telephone”? That was of no use: “It 
would have cost 14d.”. I offered to pay 
the 2d. for the journey home and he 
accepted the money. By this time, my 
temper was also ruffled and I asked 
how it came that his parents had in- 


curred the expenses of bringing hi 
into the world; it would have be 
cheaper to have drowned him with ¢ 
rest of the litter. It was his turn 
appease. He soothed me down by sg 
ing: “You mustn’t be hard on a pe 
old Aberdonian. In Aberdeen, thi 
define ‘perpetual motion’ as a J 


chasing a Scotsman for the rent”! 


AN AUDITOR’S REPORT. 


Mr. George Thomas William Bla 
Boyes, Colonial Auditor of Van Dj 
men’s Land, arrived in Sydney in 18 
During his stay in Sydney prior to 
curing his Tasmanian appointment, 
wrote many reports to his wife in EB 
land concerning the new colony and 
prospects. His conclusions were fave 
able: “There will be everything in @ 
colony in time except plenty of wa 
and honest men.” It is expected that 
a few years’ time, when the Wa 
gamba Dam is completed, Sydney 
have plenty of water. 


A MEMORY. 
Four ducks on a pond, 
A grass-bank beyond, 
A blue sky of spring, 
White clouds on the wing: 
What a little thing 
To remember for years— 
To remember with tears! 

William Allingham, 
Irish Poet, 1824-1889. 
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